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This  report  contains  the  financial  statements  and  our  independent  auditor's  report 
for  the  Public  Employees'  Retirement  Board  as  of  June  30.  2000  and  1999,  and  for 
the  fiscal  years  then  ended.   These  statements  demonstrate  the  financial  status  and 
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To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Public  Employees"  Retirement  Board  fPFRB).  a 
component  unit  of  the  state  of  Montana,  for  the  two  fiscal  years  ended  June  30,  2()()().   Included  in  this 
report  are  four  recommendations  to  PERB  to  improve  fiscal  operations  and  financial  reporting  for  the 
Section  457  Deferred  Compensation  Plan  and  the  retirement  systems  administered  by  PERB. 

Our  unqualified  audit  opinion  on  the  financial  statements  is  also  contained  in  the  PERB  Comprehensive 
Annual  Financial  Report.  Copies  of  the  annual  report  for  fiscal  year  1999-00  can  be  obtained  from  the 
Public  Employees'  Retirement  Administration  (PFRA)  or  from  our  office.  The  annua!  report  contains 
additional  background,  statistical,  and  actuanal  information  that  is  not  included  in  thi.s  audit  report  which 
may  be  of  interest  to  legislators  or  the  public. 

The  wntten  response  to  the  audit  recommendations  is  included  at  the  end  of  the  audit  report.  \Ve  thank  the 
executive  director  and  his  staff  for  their  assistance  and  cooperation. 
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Scott  A.  Seacat 
Legislative  Auditor 
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e-mail:  moconnor@ state. mt. us 


Page  ii 


Public  Employees' 
Retirement  Board 


Report  Summary 


This  repon  contains  the  results  of  our  financial-compliance  audit 
of  the  Public  Employees'  Retirement  Board  (PERB)  for  the  two 
fiscal  years  ended  June  30,  2000.   We  issued  an  unqualified 
opinion  on  the  financial  statements  presented  in  this  report. 
This  means  the  reader  may  rely  on  the  financial  information 
presented. 


Public  Employees'  Retirement  Administration  (PERA) 
personnel  prepare  PERB  financial  statements  from  the  Statewide 
Accounting.  Budgeting,  and  Human  Resources  System 
(SABHRS)  with  adjustment.   Adjustments  are  made  to  correct 
errors  in  the  accounting  records  and  to  more  accurately  present 
financial  activity  to  the  readers  of  the  statements.    As  noted  in 
the  accounting  issues  addressed  in  this  report,  account  balances 
on  SABHRS  are  not  correct  in  all  instances.  The  financial 
statements  included  in  this  report  contain  corrected  amounts. 

This  report  contains  four  recommendations.   The 
recommendations  address  timeliness  of  cash  deposits, 
incomplete  and  inaccurate  accounting  for  pension  and  deferred 
compensation  activity,  and  state  debt.   The  previous  financial- 
compliance  audit  report  contained  no  recommendations  to 
PERB. 

The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  PERB's  response 
thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


We  recommend  PERB  deposit  money  in  accordance 

with  state  law Page  8 


Board  Response:   Concur.   See  page  B-3. 


Recommendation  #2 


We  recommend  PERB  establish  procedures  to  ensure 

financial  transactions  are  recorded  on  the  state's 

accounting  records  in  accordance  with  state  law     ....  Page  1 1 


Board  Response:   Concur.   See  page  B-4. 
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Recommendation  #3  We  recommend  PERB  establish  procedures  to  ensure 

Section  457  Deferred  Compensation  Plan  financial 
activity  is  completely  and  accurately  recorded  on 
the  state's  accounting  records Page  14 

Board  Response:   Concur.   See  page  B-4. 

Recommendation  #4  We  recommend  PERB  seek  legislative  direction  for 

the  purpose  of  resolving  concerns  about  the  issuance 
of  new  state  debt Page  15 


Board  Response:   Do  not  concur.  See  page  B-5. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Public  Employees' 
Retirement  Board  (PERB)  for  the  two  fiscal  years  ended  June  30, 
2000.  The  objectives  of  our  audit  were  to: 

1 .  Determine  PERB's  compliance  with  applicable  laws  and 
regulations. 

2.  Recommend  improvements  in  PERB's  management  and  internal 
controls. 

3.  Determine  if  the  financial  statements  prepared  by  the  Public 
Employees'  Retirement  Administration  (PERA)  fairly  present 
PERB's  financial  position  as  of  June  30,  2(X)().  and  the  changes  in 
its  financial  status  for  the  two  fiscal  years  then  ended,  in 
conformity  with  generally  accepted  accounting  principles. 

PERA  prepares  PERB's  financial  statements  from  the  Statewide 
Accounting,  Budgeting,  and  Human  Resources  System  (SABHRS) 
with  adjustment.  Adjustments  are  made  for  errors  in  the  accounting 
records  and  to  more  accurately  present  financial  activity  to  the  readers 
of  the  statements.  As  noted  in  the  accounting  issues  addressed  in  the 
report,  account  balances  on  SABHRS  are  not  correct  in  all  instances. 
The  financial  statements  included  in  this  report  contain  corrected 
amounts. 

This  report  contains  four  recommendations  to  PERB.  Other  areas  of 
concern  deemed  not  to  have  a  significant  effect  on  the  successful 
operation  of  PERB  are  not  specifically  included  in  the  report,  but  have 
been  discussed  with  management.  In  accordance  with  section 
5-13-307,  MCA,  we  analyzed  the  cost  of  implementing  the 
recommendations  contained  in  this  report  and  determined  it  was  not 
significant. 


Background 


The  PERB  is  a  component  unit  of  the  state  of  Montana.   A 
component  unit  is  a  legally  separate  organization  for  which  the  state 
of  Montana  is  financially  accountable.   The  PERB  has  exclusive 
control  of  the  funds  of  the  seven  retirement  systems  and  the 
compensation  act,  as  well  as  the  Section  457  Deferred  Compensation 
Plan.   The  PERB  governs  PERA,  which  is  responsible  for  daily 
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administration.   The  governor  appoints  the  seven  board  members  to 
five-year  terms. 


Retirement  Systems  and 
Compensation  Act 


PERB  manages  the  activities  of  the  following  retirement  systems  and 
compensation  act; 


►  Public  Employees'  Retirement  System 

►  Municipal  Police  Officers'  Retirement  System 

►  Game  Wardens'  and  Peace  Officers'  Retirement  System 

►  Sheriffs'  Retirement  System 

►  Judges'  Retirement  System 

►  Highway  Patrol  Officers'  Retirement  System 

►  Firefighters'  Unified  Retirement  System 

►  Volunteer  Firefighters'  Compensation  Act 

The  retirement  systems  are  defined  benefit  systems  providing 
pension,  disability  and  death  benefits  to  members.    Monthly  benefits 
are  based  on  years  of  service  and  salary  levels  while  still  employed. 
The  Volunteer  Firefighters'  Compensation  Act  provides  pension, 
disability,  and  death  benefits  to  volunteer  firefighters  who  are 
members  of  eligible  Montana  volunteer  fire  companies.   Monthly 
benefits  are  based  on  years  of  service. 

Chapter  471,  Laws  of  1999,  directed  PERB  to  create  a  Defined 
Contribution  Retirement  Plan  (DC  Plan)  within  the  Public 
Employees'  Retirement  System  (PERS).   The  DC  Plan  is  to  be  fully 
operational  no  later  than  July  1,  2002.   PERB  is  authorized  to  take  a 
long-term  loan  from  the  Board  of  Investments  to  finance  the  DC 
Plan  start-up  costs.   Chapter  471,  Laws  of  1999,  also  provides  for 
an  Education  Fund  intended  to  help  members  make  informed 
decisions  regarding  their  retirement  options  with  the  implementation 
of  the  DC  Plan.   The  Education  Fund  is  funded  initially  from  the 
defined  benefit  plan's  employer  contributions  and  amounts  to  0.1 
percent  of  covered  payroll.   Upon  the  DC  Plan  becoming 
operational,  funding  will  be  reduced  to  0.04  percent  of  covered 
payroll  and  will  be  assessed  against  contributions  of  both  the  defined 
benefit  and  defined  contribution  plans. 
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PERB  obtains  an  actuarial  valuation  of  each  of  the  retirement 
systems  and  the  Volunteer  Firefighters'  Compensation  Act 
biennially,  the  most  recent  of  which  was  as  of  July  1,  2000.   The 
purpose  of  the  valuation  is  to  determine  the  unfunded  accrued  liabil- 
ities for  each  of  the  retirement  systems  and  the  Volunteer 
Firefighters'  Compensation  Act  based  on  their  various  present  and 
prospective  assets  and  liabilities.    PERB's  actuary  considers  the 
defined  benefit  retirement  systems  and  the  compensation  act  to  be 
actuarially  sound. 


Section  457  Deferred  Chapter  471,  Laws  of  1999,  also  transferred  responsibility  for 

Compensation  Plan  administration  of  Montana's  Section  457  Deferred  Compensation 

Plan  (Section  457  Plan)  to  PERB  as  of  July  1.  1999.   The  Section 
457  Plan  allows  employees  to  set  aside  a  portion  of  their  salary  each 
payday  toward  retirement  while  deferring  state  and  federal  income 
taxes  until  future  years.    Participating  employees  have  two 
investment  options; 

►  the  fixed  option  guarantees  both  principal  (contributions)  and  a 
pre-established  quarterly  rate  of  earnings; 

►  the  variable  option,  consisting  of  28  mutual  funds. 

Participating  employees  are  allowed  to  invest  in  both  the  fixed  and 
variable  options.   Those  participating  in  the  variable  option  may 
invest  in  as  many  offered  funds  as  desired.    Withdrawal  of  deferred 
compensation  funds  is  only  available  to  employees  upon  separation 
from  state  service,  retirement,  death,  or  upon  an  unforeseeable 
emergency  meeting  IRS-specified  criteria  while  still  employed. 
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Prior  Audit  Recommendations 


Prior  Audit  ^^^  previous  financial-compliance  audit  report  for  the  two  fiscal 

Recommendations  years  ended  June  30,  1998,  contained  no  recommendations. 
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Findings  and  Recommendations 


Untimely  Deposits 


State  law  requires  that  all  money  collected  he  deposited  daily  with 
the  State  Treasurer  when  the  accumulated  amount  of  collections 
exceeds  $500.   The  law  is  designed  to  maximize  interest  earnings 
and  to  help  prevent  the  loss  or  theft  of  moneys  the  state  has 
received. 


PERA  regularly  receives  employer  and  employee  contributions  for 
the  retirement  systems.    Most  of  these  funds  are  received  from  the 
employer  electronically.    However,  PERA  received  approximately 
$60.6  million  through  the  mail  in  the  form  of  checks  during  the 
fiscal  year  1999-00. 

During  our  audit,  we  reviewed  PERA's  cash  collection  and 
depositing  procedures.    PERA  personnel  combine  the  checks 
received  into  batches.   A  batch  consists  of  up  to  20  checks  related  to 
the  same  retirement  system.   Several  batches  can  be  combined  into 
one  deposit  and  PERA  personnel  often  prepare  more  than  one 
deposit  each  day.   We  selected  a  sample  of  eight  batches  of  checks 
processed  from  March  to  June,  2000.   The  eight  batches  reviewed 
contained  71  checks  totaling  $1,528,621.   The  results  of  our  review 
indicates  that  checks  are  not  deposited  in  accordance  with  state  law. 
The  eight  batches  reviewed  contained  71  checks.   Of  these: 


33  were  1  business  day  late. 

18  were  2  business  days  late. 

4  were  3  business  days  late. 

2  were  4  business  days  late. 

14  checks  were  deposited  in  a  timely  manner. 


Because  checks  were  not  always  batched  on  the  day  received,  we 
verified  total  receipts  on  the  date  of  receipt  exceeded  $500,  requiring 
same  day  deposit.   We  estimate  the  lost  interest  earnings  for  the 
batches  reviewed  at  $218. 

PERA  personnel  believed  state  law  allowed  them  to  deposit  funds 
within  24  hours  of  receipt.  In  addition,  personnel  indicated  that  the 
implementation  of  the  Statewide  Accounting,  Budgeting,  and  Human 
Resources  System  (SABHRSi  has  caused  delays  in  processing 
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receipts.   Reconciling  the  state's  employer  reports  takes  more  time 
in  SABHRS  than  under  the  prior  accounting  system.   As  a  result, 
personnel  do  not  have  as  much  time  available  for  processing  checks. 

PERB  has  a  fiduciary  responsibility  to  members  of  the  retirement 
systems.  Untimely  deposits  result  in  lost  interest  earnings  for  the 
retirement  systems.  PERB  should  establish  procedures  to  ensure 
deposits  are  made  in  accordance  with  state  law. 


Recommendation  #\ 

We  recommend  the  PERB  deposit  money  in  accordance 

with  state  law. 


Retirement  System 
Accounting  Issues 


Section  17-1-102(4),  MCA,  requires  all  state  agencies  to  input 
necessary  transactions  on  the  state's  accounting  records  before  the 
end  of  the  fiscal  year  to  present  the  receipt,  use,  and  disposition  of 
all  resources  under  the  agency's  control  in  accordance  with 
Generally  Accepted  Accounting  Principles  (GAAP). 


During  the  course  of  the  audit  we  identified  accounting  errors 
affecting  the  retirement  systems.   The  following  paragraphs  discuss 
instances  where  PERA  did  not  record  transactions  in  accordance 
with  state  law. 


Contributions  Accruals 


PERA  personnel  estimate  and  accrue  the  employer  and  employee 
contributions  expected  to  be  received  in  relation  to  June  payroll  in 
accordance  with  state  accounting  policy.   PERA  personnel  based 
their  accruals  on  the  average  monthly  contributions  received  for 
each  system  during  the  fiscal  year.   PERA  personnel,  however,  did 
not  reduce  their  estimate  for  the  portion  of  June  payroll 
contributions  submitted  by  employers  prior  to  fiscal  year-end.   Table 
1  outlines  the  resulting  misstatements  on  the  state's  accounting 
records  by  system  for  fiscal  year  1999-00. 
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Table  1 

Summar\  of  Overstatiimnts 

Kflated  to  Contribution  Aicrua 

Is  h\  Svstem 

Fiscal  Mar  19y»>-()( 

Employer 

Employee 

Accounts 

Net  Plan 

System 

Contributions 

Contributions 

Receivable 

Assets 

PERS 

$2,416,176 

52.591,733 

55,007,909 

55,007.909 

SRS 

35,559 

35,221 

70,780 

70.780 

MPORS 

33,552 

20.955 

54.507 

54.507 

FURS 

27,254 

20,275 

47,529 

47.529 

GWPORS 

96,103 

96,718 

189,822 

189.822 

JRS 

78.509 

21.293 

99,802 

99.802 

HPORS 

171.656 

58.514 

230,170 

230.170 

Source: 

Compiled  by  the  Legislative  Audit  Division  from  the  state's 

accounting  records 

The  net  effect  of  these  errors  is  an  overstatement  of  net  plan  assets 
for  each  of  the  retirement  systems. 


Loan  Payable 


Chapter  471.  Laws  of  1999.  created  a  defined  contribution  plan 
(DC  Plan)  within  the  Public  Employees'  Retirement  System 
(PERS).   The  DC  Plan  will  be  available  to  system  members  by 
July  1.  2002.    PERA  is  in  the  process  of  designing  and 
implementing  the  system,  which  includes  selection  of  service 
providers,  investment  options,  and  computer  system  development. 
The  1999  Legislature  authorized  a  long-term  loan  from  the  Board  of 
Investments  to  cover  the  cost  of  plan  implementation.    PERA 
personnel  recorded  the  $430,000  borrowed  in  fiscal  year  1999-00 
as  Administrative  Claims  revenue  instead  of  Long-Term  Notes 
Payable.   As  a  result,  PERS  revenues  are  overstated  and  payables 
are  understated  by  5430,000  for  fiscal  year  1999-00  and  net  plan 
assets  are  overstated  by  S430,000  at  June  30.  2000  on  the  state's 
accounting  records. 
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Security  Lending  Income 
and  Expense 


The  retirement  systems  each  invest  in  the  Retirement  Funds  Bond 
Pool  which  is  administered  by  the  Board  of  Investments.  The 
Board  of  Investments  participates  in  security  lending  activities  as  a 
method  for  maximizing  earnings  for  the  pool.   The  party  borrowing 
the  securities  pays  a  fee  to  the  owner  of  the  security  for  its  use,  also 
referred  to  as  security  lending  income.   In  addition,  the  Board  of 
Investments  pays  a  fee  to  the  custodial  bank  coordinating  the 
lending  of  the  securities,  also  referred  to  as  security  lending 
expense.   In  fiscal  year  1999-00,  Board  of  Investment  personnel  did 
not  properly  code  security  lending  income  and  expense  in  the 
Retirement  Funds  Bond  Pool  (RFBP).   As  a  result,  accounting 
records  show  negative  earnings  and  expenses  in  the  RFBP.   Table  2 
outlines  the  understatements  of  income  and  expense  on  the  state's 
accounting  records.  These  errors  did  not  result  in  a  misstatement  to 
net  plan  assets  for  these  systems. 


Table  2 

Summarv  of  Llnderstatements 

Related  to  Security  Lending 

Fiscal  Year  1999-00 

Security 

Security 

System 

Lending  Income 

Lending  Expense 

PERS 

$14,838,527 

$14,838,527 

MPORS 

739,030 

739,030 

GWPORS                    188,592 

188,592 

SRS 

743,772 

743,772 

JRS 

256,995 

256,995 

HPORS 

487,132 

487,132 

VFCA 

135,872 

135,872 

FURS 

693,128 

693.128 

Source: 

Compiled  by  the  Legislative 

Audit  Division 

from  the  state's  accounting 

records. 

The  Board  of  Investments  is  responsible  for  the  accuracy  of 
investment  transactions.   However,  PERA  personnel  are  responsible 
for  reviewing  transactions  processed  on  their  behalf  by  other 
agencies.   Routine  reviews  by  experienced  personnel  will  allow 
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PERA  10  identify  errors  in  order  to  initiate  corrections  on  the  part 
of  Board  of  Investment  personnel. 


Summarv 


PERA  experienced  turnover  in  its  Icey  accounting  staff  during  the 
fiscal  year  which  impacted  its  ability  to  properly  and  completely 
process  financial  transactions.    PERB  should  establish  procedures 
for  ensuring  accounting  transactions  are  properly  and  completely 
processed  on  the  state's  accounting  records.  Transaction  reviews 
by  experienced  staff,  improving  communication  between  accounting 
and  nonaccounting  personnel,  as  well  as  providing  training  to  new 
staff,  will  help  reduce  the  number  and  extent  of  accounting  errors. 


Recommendation  ffl 

We  recommend  PERB  establish  procedures  to  ensure 
fmancial  transactions  are  recorded  on  the  state's 
accounting  records  in  accordance  with  .state  law. 


Section  457  Deferred 
Compen.sation  Plan 


Administrative  responsibility  for  the  Section  457  Deferred 
Compensation  Plan  transferred  to  PERB  effective  July  1,  1999. 
The  plan  consists  of  a  fixed  option  and  a  variable  option.   The  fixed 
option  provides  a  guaranteed  rate  of  return  to  participants  while  the 
variable  option  consists  of  several  mutual  funds.   The  record 
keeping  function  for  participant  accounts  is  contracted  to  a  private 
company.   This  company  tracks  participant  contributions, 
investments,  and  investment  earnings.   A  subsidiary  of  this 
company  is  responsible  for  completing  the  mutual  fund  investments 
as  directed  by  the  employees.   The  short-term  investments  of  the 
fixed  option's  portfolio  are  managed  by  a  bank  and  the  long-term 
investments  are  managed  by  the  Board  of  Investments.   A  third 
company  is  responsible  for  analyzing  fixed  option  data  and  setting 
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the  guaranteed  rate  of  return  for  each  quarter.   PERA  personnel 
record  employee  contributions  to  the  plan  using  state  payroll 
reports.   The  allocation  to  the  fixed  fund  and  mutual  funds  and  any 
increases  in  the  investments  from  market  or  interest  earnings  is 
recorded  on  the  state's  accounting  records  based  on  reports 
provided  by  the  contractors. 

Even  though  the  plan  was  transferred  to  PERB  on  July  1,  1999, 
PERA  didn't  fill  the  plan  accountant  position  until  April  2000.   The 
accountant  began  performing  a  reconciliation  at  that  time  to  help 
ensure  contractor  reports  agreed  to  SABHRS  and  supporting 
records.   The  fiscal  year  1999-00  reconciliation  and  the  Section  457 
Plan  financial  statements  were  not  substantially  complete  until 
January  2001 .   During  our  review  of  plan  activity,  we  noted  several 
plan  transactions  were  either  not  recorded  or  recorded  incorrectly 
on  the  state's  accounting  records,  resulting  in  the  material 
misstatement  of  assets,  liabilities,  revenues,  and  fund  balance. 
Table  3  outlines  the  net  effect  of  the  errors  on  the  state's  accounting 
records. 
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Table  3 

Summary  of  Dtferred  C  ompensation 

Misstatements 

Fiscal  \  ear  1999-(»(» 

Over(Under)Stated 

Beginning  Fund  Balance 

53,126,747 

Assets 

Cash  in  Bank 

(1,546,052) 

Due  from  Cash  Cutoff  Adjustment 

15,900,651 

Fixed  Annuity 

1.274.932 

Investment  Appreciation/Depreciation 

(11.794.785) 

Variable  Annuity 

18,362,989 

Secunties  Lending  Collateral 

(9.552,719) 

Net  Misstatement  to  Asset  Accounts 

12.645.016 

Liabilities 

Due  to  Cash  Cutoff  Adjustment 

12.896.219 

Securities  Lending  Liability 

(9,552,719) 

Net  Misstatement  to  Liability  Accounts 

3,343,500 

Revenues 

Contributions 

(17,638) 

External  Transfers  In 

(368,520) 

Interest/Dividend  Earnings 

3.683.343 

Investment  Appreciation/Depreciation  Income 

(118,183) 

Reserved  Interest  Earnings 

3,004.431 

Other  Financing  Sources 

(9,683) 

Net  Misstatement  to  Revenue  Accounts 

6,173.750 

Expenses 

Consulting  &  Professional  Services 

(1.019) 

Net  Misstatement  to  Expense  Accounts 

(1,019) 

Net  Misstatement  to  Ending  Fund  Balance 

$(?.301,516) 

Source:    Compiled  by  the  Legislative  Audit  Division  from  agency  records. 

Throughout  the  audit.  PERA  personnel  indicated  the  quarterly 
reports  received  from  the  record  keeping  company  were  not  easily 
understandable.   During  the  audit.  PERA  personnel  worked  with 
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the  record  keeping  company  to  gain  a  better  understanding  of  the 
information  contained  in  the  quarterly  reports.   PERB  should 
establish  procedures  to  ensure  financial  activity  of  the  plan  is 
completely  and  accurately  recorded  on  the  state's  accounting 
records,  including  completing  timely  reconciliations. 


Recommendation  #3 

We  recommend  PERB  establish  procedures  to  ensure 
Section  457  Deferred  Compensation  Plan  financial 
activity  is  completely  and  accurately  recorded  on  the 
state's  accounting  records. 


Defined  Contribution 
Long-Term  Loan 


Chapter  471,  Laws  of  1999,  authorized  the  PERB  to  receive  a  loan 
from  the  intercap  revolving  loan  program  to  pay  the  startup  costs  of 
the  Defined  Contribution  (DC)  Plan.   On  June  16,  2000,  the 
Department  of  Administration  entered  into  a  10-year,  $2,000,000 
loan  agreement  with  the  Board  of  Investments  for  this  purpose. 
Revenues  generated  through  the  DC  Plan  are  pledged  for  the 
repayment  of  the  loan.   The  intercap  loan  program  finances  its 
loans  through  the  issuance  of  bonds  which  are  not  a  debt  or  liability 
of  the  state  of  Montana.   Because  DC  Plan  revenues  are  pledged  for 
repayment,  the  use  of  the  intercap  loan  program  to  fund  the  startup 
costs  constitutes  new  state  debt. 


Article  VIII,  Section  8,  of  the  Montana  Constitution  prohibits  the 
creation  of  state  debt  unless  authorized  by  a  two-thirds  vote  of  each 
house  of  the  legislature.   While  Chapter  471,  Laws  of  1999,  was 
approved  by  a  two-thirds  vote  in  the  Senate,  it  did  not  receive  a 
two-thirds  vote  in  the  House  of  Representatives.   As  such,  the 
establishment  of  this  loan  violates  the  constitution.   We  believe 
PERB  should  seek  legislative  direction  for  the  purpose  of  resolving 
this  issue. 
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Recommendation  tfA 

We  recommend  PERB  seek  legislative  direction  for  the 
purpose  of  resolving  concerns  about  the  issuance  of  new 
state  debt. 
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LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat.  Legislative  Auditor 

John  W.  Northey,  Legal  Counsel 

Tori  Hunthausen,  IT  &  Operations  Manager 


Deputy  Legislative  Auditors: 

Jim  Pellegrini,  Performance  Audit 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Combined  Statement  of  Plan  Net  Assets  and  Balance  Sheet  of  the 
Public  Employees'  Retirement  Board,  a  component  unit  of  the  state  of  Montana,  as  of  June  30.  2000 
and  1999,  and  the  related  Combined  Statement  of  Changes  in  Plan  Net  Assets  and  Fund  Balance  for  the 
fiscal  years  then  ended.   These  financial  statements  are  the  responsibility  of  the  Public  Employees' 
Retirement  Board.   Our  responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on 
our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.   Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
statements  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.   An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  statement  presentation.   We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the 
financial  position  of  the  Public  Employees'  Retirement  Board  as  of  June  30,  2000  and  1999.  and  its 
changes  in  plan  net  assets  and  fund  balances  for  the  fiscal  years  then  ended,  in  conformity  with 
generally  accepted  accounting  principles. 

Our  audit  was  made  for  the  purpose  of  forming  an  opinion  on  the  basic  financial  statements  taken  as  a 
whole.   The  Schedules  of  Administrative  Expenses.  Investment  Expenses,  and  Consultants  are  presented 
for  purposes  of  additional  analysis  and  are  not  a  required  part  of  the  basic  financial  statements  of  the 
Public  Employees'  Retirement  Board.   Such  information  has  been  subjected  to  the  auditing  procedures 
applied  in  the  audit  of  the  basic  financial  statements  and,  in  our  opinion,  is  fairly  slated  in  all  material 
respects  in  relation  to  the  basic  financial  statements  taken  as  a  whole. 


Room  160,  Stale  Capitol  Building.  PO  Box  201705  Helena  MT  59620-1705 
Phone  (406)444-3122   FAX  (406)444-9784  E-Mail  lad@siate.mi.us 
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The  Schedules  of  Funding  Progress  and  Employer  Contributions  &  Other  Contributing  Entities  are  not 
a  required  part  of  the  basic  financial  statements  but  are  supplementary  information  required  by  the 
Governmental  Accounting  Standards  Board.   We  have  applied  certain  limited  procedures,  which 
consisted  principally  of  inquiries  of  management  regarding  the  methods  of  measurement  and 
presentation  of  the  supplementary  information.   However,  we  did  not  audit  the  information  and  express 
no  opinion  on  it. 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


January  26,  2001 
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PERS 

MPORS 

GWPORS 

SRS 

JRS 

HPORS 

FURS 

VFCA 

457  Plan 


Public  Employees'  Retirement  System 

Municipal  Police  Officers'  Reiirement  System 

Game  Wardens'  and  Peace  Officers'  Retirement  System 

Sheriffs'  Retirement  System 

Judges'  Retirement  System 

Highway  Patrol  Officers'  Retirement  System 

Firefighters'  Unified  Retirement  System 

Volunteer  Firefighters'  Compensation  Act 

Section  457  Deferred  Compensation  Plan 


Page  A-5 


Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Combined  Statement  of  Plan  Net  Assets  -  Defined  Benefit  and  Defined  Contribution 

and  Balance  Sheet  -  Expendable  Trust  Fund 

for  the  Year  Ended  June  30,  2000  ■  with  Comparative  Totals  for  June  30.  1999 


PERS 

MPORS 
Defined 

GWPORS 

Defined 

Defined 

Education 

Defined 

Benent 

Contribution 

Fund 

Benefit 

Benefit 

Assets 

Cash  and  Short-tenn  Investments 

$        67J45343 

164.744 

543.640 

3.868.155 

2J24.062 

Secunties  Lending  Collateral  (Note  A3h) 

202,135.405 

9J62.766 

2383.112 

Receivables 

Interest 

7J2 1.504 

294.618 

75^75 

Accounts  Receivable 

4.786.889 

13 

177J60 

6J01.914 

12.225 

Total  Receivables 

1 2.008  J93 

13 

177.360 

6,5%.532 

87.500 

Investments,  at  fair  value  (Note  A3) 
Deferred  Comp  Fixed  Annuity 
Deferred  Comp  Trust  Fund  Bond 
Deferred  Comp  Variable  Annuity 
Deferred  Comp  Life  Insurance 

Montana  Stock  Pool  (MTCP)  1.40U61.719 

Montana  International  Pool  (MTIP)  213J59.973 

Leveraged  Buy-Outs  72.929.576 

Mortgages  &  Commercial  Loans  134J95.561 

Real  Estate  Investment  Pool  (MTRP)  73435,966 

Retirement  Fund  Bond  Pool  (RFBP)  89,5,919.120 

Venture  Capital  61.621.146 


63.072.832 

1 6.323  J72 

6.897.019 

1.693,776 

3.826.488 

956,624 

2.873.568 

735,622 

45,072.864 

11,508,249 

Tola!  Inveslmenis 

2,853,123,061 

121.742,771 

3  Ul  7,643 

Property  and  Equipment,  at  cost, 

net  of  accumulated  depr  (Note  A2) 

120,630 

Total  Assets 

3,134,633332 

164.757 

721,000 

141,570^24 

36,012J17 

Liabilities 

Secunties  Lending  Collateral  Liability 

202.135,405 

Unaccumulated  Mortgage  Discount 

5.215 

Accounts  Payable 

U96,754 

Property  Held  in  Trust 

Deferred  Revenue 

192.516 

Compensated  Absences 

191,964 

499.019 


1,776 


9J62.765 

2383,111 

37.274 

49,528 

3.296 

1,695 

Total  Liabilities 

203,921,854 

499,019 

1,776 

9.403.335 

2.434J34 

Total  Fund  Balance 

Liabilities  and  Fund  Balance 

Net  Assets  Held  in  Trust  for  Pension  Benefits 

(see  schedule  of  funding  progress,  page  A-.14) 

$    2,930,711,478 

(334,262) 

719^24 

132.166.889 

33.577.983 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement 
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rip«ndable 

Pension  Tnisl  Funds 

7rusl  hand 

SRS 

JRS 

HPORS 

FIRS 

VFCA 

Total 

Denned 

Defined 

Defined 

Defined 

Pension 

TOTALS 

BeneHt 

Beneflt 

Benefit 

Benent 

Trust  Kunds 

457  Plan 

2000 

1999 

5,676,786 

997,434 

2361,562 

4,576,997 

1,127,590 

88,886,813 

2,110345 

90,997,158 

95,416381 

9,431,502 

3346.807 

6,028,996 

8,645021 

1,649,073 

242,982,882 

9.552.719 

252,535,601 

254308,562 

297,117 

101,800 

187,206 

277,018 

48087 

8,502,825 

410,026 

8,912^1 

11084,627 

396^2* 

101,800 

201,699 

5,594,978 

17,471306 

541397 

18,012,703 

19.025,812 

693345 

388,905 

5,871,996 

48087 

25,974,131 

951,423 

26,925454 

30310,439 

40356.486 

40356,486 

39,043,000 

63,184.132 

63,184,132 

63397,000 

94,863,624 

94,863,624 

72,908,000 

12316 

12316 

12,000 

64,125088 

20^83,078 

38,434,762 

62,177312 

5,669336 

1,671,447,699 

*1^1, 447,699 

1,564,166.696 

6,897,019 

3^65,634 

5,081327 

5325,160 

1,571,859 

244,091,767 

1    244,091,767 

158,934318 

3,826,490 

1,913,247 

2,869,871 

2,869,871 

956,624 

90,148,791 
134395,561 

'      90,148,791 
134395,561 

66,839,661 
124306,865 

2,910,138 

987394 

1,860388 

2,750060 

247,551 

85,900387 

1    85,900,887 

83,970,628 

45386,494 

15,505,966 

28,538,123 

42073347 

8304,113 

1,092,508076 
61,621,146 

11,092,508076 
''      61,621,146 

1,112,156,772 
14343090 

123.145.429 

41,955319 

76,784,471 

115395,950 

16.749.483 

3380,114,127 

198,416,558 

3,578330,685 

3300.678,430 

120,630 

120,630 

133.681 

138.947,062 

46,401360 

85,563,934 

1*4,490.164 

19.574,433 

3,738,078,583 

211.031.045 

3349,109,628 

3.680.847,493 

9,431,503 

3346,806 

6,028,997 

8,645021 

1,649,073 

242,982,881 
5015 

9,552,719 

252,535,600 
5015 

254308362 
3310 

31,189 

3^13 

36,802 

29,685 

28,046 

2,113086 

2,176,746 

4090,032 

1063,854 
60.000 

2,731 

6.168 

9,003 

215,409 
191,964 

215,409 
191,964 

54,484 
121.286 

9,465,423 

3350.019 

6,071.967 

8.683.909 

1,677,119 

245,508,755 

11,729,465 

257O38O20 

255311,496 

199301,580 

199301,580 

179.924,000 

211,031,045 

211,031,045 

190.175,000 

129,481,639 

43,051341 

79,491.967 

125.806055 

17,897314 

3,492.569.828 

3,492,569328 

3045,111.997 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Combined  Statement  of  Changes  in  Plan  Net  Assets  -  Defined  Benefit  and  Defined  Contribution 

and  Changes  in  Fund  Balance  -  Expendable  Trust  Fund 

for  the  Year  Ended  June  30,  2000  -  with  Comparative  Totals  for  June  30,  1999 


PERS 


Denned 
Benefit 


Defined 
Contribution 


Education 
Fund 


MPORS 
Defined 
Benefit 


GWPORS 
Defined 
Benefit 


Additions 

Contributions  (Note  B) 

Employer 
Plan  Member 
Membership  Fees 
Interest  Reserve  Buyback 
Retirement  Incentive  Program 
Registration  Fees 
License  Fee  Collections 


Investment  Income  (Note  A3) 

Net  Appreciation  (Depreciation) 

in  Fair  Value  of  Investments 
Interest 
Dividends 
Securities  Lending  Income 


Deductions  (Note  B) 
Benefits 

Refund  of  Member  Contributions 
Employer  Refund 
Supplemental  Insurance  Payments 
Administrative  Expense 
Repairs  &  Maintenance 
Miscellaneous  Expenses 
Other  Financing  Uses 


$        48,724300 

53,049J70 

312 

50,536 

335,961 


13 


725,674 


2,934,794 
1,936,847 

1350 


89,712481 

110,873397 

16,866,730 

10,894,700 


96,015,987 
12,097,987 

332,774 

1,464,292 
14,992 


334475 


6,450 


37,141 


1.100,000 
1,072,602 

5,561 


State  Contribution 

347,560 

5,909370 

Total  Contributions 

102,508,039 

13 

725,674 

10,782361 

2,178,163 

Operating  Income 

Operating  Income 

6U00 

Total  Operating  Income 

6U00 

1.077482 

797.163 

1497,762 

1.126.532 

757,064 

195.930 

508,120 

131,044 

228347.108 

8.640428 

2450.669 

Less: 

Investment  Expense 

Securities  Lending  Rebates  and  Fees 

2.701.737 
10.452.011 

77.789 
488.660 

19,669 
126,033 

13.153.748 

566,449 

145,702 

Net  Investment  Income 

215.193360 

8.073,779 

2,104.967 

Miscellaneous  Revenues 

Total  Additions 

317,762399 

13 

725.674 

18,856.140 

4483,130 

8,653,105 

1410,991 

298,188 

124,605 

16317 

6,602 

18,728 


Total  Deductions                                                   109,926,032 

334475 

6,450 

9,004.751 

1360,926 

Net  Increase                                                                    207,836367 
Net  Assets  Held  in  Trust  for  Pension  Benefits/Fund  Balance 

Beginning  of  Year                                                                 2,722,874,91 1 

(334462) 

719424 

9.851389 
122315300 

2,922404 
30,655,779 

Prior  Period  Adjustment 

EndofVear                                                                       $   2,930,711,478 

(334462) 

719424 

132.166,889 

33377.983 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement 
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SRS 
Denned 
Benefit 


JRS  HPORS  URS 

Defined  Defined  Defined 

lionefit  Benefit  Benefit 


Pension  Trust  Funds 


VF(A 


Total 
Pension 

Trust  Funds 


Expendable 
Trust  Fund 


457  Plan 


TOTALS 
20B0  1999 


2,196,381 
2,152,161 

17,170 


899,056 
243,838 


1,955,795 
667,860 


279,577 
601,565 


2325,518 
1,696,745 


5,277,535 


961306 


60,861,531 

60,819,423 

312 

74,617 

335.961 

279,577 

601,565 

12,495,771 


12,294,192 


60,861,531 

73,113,615 

312 

74,617 

335,961 

279,577 

601,565 

12,495,771 


6iaoo 


61,200 


6uoe 


61,200 


58,017,287 

67J52,627 

29J91 

73,591 

167,928 

285,095 

657.101 

11,936.857 


436S,7U         1,142,894         3,504,797         9^99,798  96U06  135,468,757  12,294,192       147,762.949        1384il9.777 


115.201 
115,201 


3,136,813 

1,099,191 

1,940,126 

2,913380 

236,172 

102,912,408 

3,048,966 

105,961374 

214.034.490 

4374,734 

1,536,807 

2,749,883 

3,983,866 

786^24 

129,729,205 

11,694,061 

141,423^66 

127.185.756 

769,697 

243,458 

461333 

746315 

68,049 

20,108,576 

20,168476 

21.046,440 

514.155 

180,819 

332,861 

472.416 

88,914 

13,123,029 

552,602 

U,675.631 

13.272,049 

78,278 
494,460 


572,738 


8^22.661 


2.929.550 

270.480 

5,199 

28,800 


8,795399         3,060,275         5,484.203         8.1 15.977         1.179359         265,873,218  15,295,629       281,168,847       375,538,735 


34,433 
173,656 


55,017 
320,011 


63,948 

454,605 


15.985 
85.515 


3.046.856 
12.594.951 


535,578 


3,»46,856 
13,130,529 


2,174„S09 
12„532,511 


208,089 


375,028 


518,553 


101,500 


15,641,807 


535,578         16,177385 


14,707,020 


2.852.186 


5  109,175         7,597,424         1,077.859         250J31.411  14.760.051       264,991.462       360.831.715 


370.533 


370433 


12.588373         3.995.080         8.613,972        16,897,222  2.039.165  385.761368  27.424,776       4U.186,144        499.466.693 


1379363 


3,148 


4396,044 

7,517,677 

843.649 

122.946366 

142,130 

45,712 

12,979.102 

25393 

386^85 

1U50 

1U50 

15,108 

29,587 

28.013 

1.965.542 
14,992 

6,943,620 


71338 

157,193 
894,712 


122,946366 

19,922,722 

386085 

luse 

2,636,880 

14,992 

157,193 

894,712 


116430.671 

18J43.762 

466,419 

11.100 

1.478.711 

11,459 

1.031.000 


3034,029         1382,51 


4,578,675  7,592,976 


882,912  138303,537 


93-54344  2,612,569  4,035^9: 


9304046 


1.156053         247.457.831 


8,066,863       146370,400       137,773.122 
19357.913       266,815,744       361.693471 


120.127095       40.438,772       75.456.670     116.502.009       16.741.061       3045.111.997         179,924,242    3,425,836039    3.063317.488 

19,425  19,425  24.938 


129,481,639       43,051341        79,491,96-'      125.806055        17.897314       3.492.569.828  1993ni..'i80    3.691,871,408     J,425.035.997 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Notes  to  the  Financial  Statements 

for  the  Fiscal  Years  Ended  June  30,  2000  and  1999 

The  Public  Employees'  Retirement  Board  (PERB)  administers  eight  defined  benefit  plans 
and  a  deferred  compensation  plan  (457  plan).  The  defined  benefit  plans  are  the  Public 
Employees'  Retirement  System  (PERS).  Municipal  Police  Officers'  Retirement  System 
(MPORS).  Game  Wardens'  and  Peace  Officers'  Retirement  System  (GWPORS).  Sheriffs' 
Retirement  System  (SRS).  Judges'  Retirement  System  (JRS).  Highway  Patrol  Officers' 
Retirement  System  (HPORS),  Firefighters'  Unified  Retirement  System  (FURS),  and  the 
Volunteer  Firefighters'  Compensation  Act  (VFCA).  The  assets  of  each  plan  are  maintained 
separately  and  may  be  used  only  for  the  payment  of  benefits  to  the  members  of  that  plan  and  to 
pay  administrative  expenses  of  that  plan,  in  accordance  with  the  terms  of  each  plan  as  prescribed 
in  Title  19,  of  the  Montana  Code  Annotated  (MCA). 

A.  Summary  of  Significant  Accounting  Policies 

1.    Basis  OF  Accounting 

The  PERB  is  a  discretely  presented  component  unit  Pension  Trust  Fund  and  Expendable 
Trust  Fund  of  the  State  of  Montana  financial  reporting  entity.  The  accounting  records  and 
financial  statements  are  prepared  by  the  Montana  Public  Employee  Retirement 
.Administration  (MPERA)  staff  of  the  PERB  using  the  accrual  basis  of  accounting  for  the 
Pension  Trust  Funds  and  the  modified  accrual  basis  of  accounting  for  the  Expendable  Trust 
Fund. 

For  the  defined  benefit  plans,  reported  as  pension  trusts,  member  contributions  are 
recognized  in  the  period  in  which  contributions  are  due.  Employer  contributions  are 
recognized  when  due  and  the  employer  has  made  a  formal  commitment  to  provide  the 
contributions.  Benefits  and  refunds  are  recognized  in  the  accounting  period  in  which  they  are 
earned  and  become  measurable.  Expenses  are  recognized  in  the  period  incurred,  if 
measurable.  Administrative  expenses  are  financed  through  the  investment  earnings  on  the 
pension  trust  fund  in  each  plan. 

The  457  plan  is  reported  as  an  expendable  trust.  Under  the  modified  accrual  basis  of 
accounting,  revenues  are  recorded  when  received  and  expenditures  are  recorded  when  they 
occur.  Participants  are  charged  fees  based  on  individual  account  balances.  The  vendor 
collects  these  fees  and  submits  excess  fees  to  the  PERB.  The  excess  fees  are  used  to  pay 

administrative  expenses. 

The  administration  of  the  457  pbn  was  transferred  from  Department  of  Administration 
(DOA)  to  the  PERB  effective  July  I.  1999.  The  1999  comparative  totals  included  in  the 
financial  statements  also  include  the  amounts  reported  for  the  457  plan  by  the  DOA  in  the 
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fiscal  year  1999  State  of  Montana  Comprehensive  Annual  Financial  Report.  The  PERB  had 
no  control  over  the  amounts  reported  in  fiscal  year  1999. 

The  Combined  Statement  of  Plan  Net  Assets  and  Balance  Sheet  and  the  Combined  Statement 
of  Changes  in  Plan  Net  Assets  and  Changes  in  Fund  Balance  include  prior  period 
adjustments  for  the  457  plan  expendable  trust  fund.  The  prior  period  adjustment  represents 
corrections  to  the  value  of  assets  as  reported  in  fiscal  year  1999.  This  adjustment  brings  our 
asset  values  for  the  variable  annuity  and  the  fixed  annuity  in  line  with  the  amounts  reported 
by  the  vendors. 

2.  Property  and  Equipment  Used  in  Operations 

The  PERB  building  is  a  fixed  asset  used  in  operations  and  is  reported  at  historical  cost  (plus 
improvements)  net  of  depreciation.  The  depreciation  is  calculated  using  the  straight-line 
method  over  the  estimated  useful  life  of  40  years.  Land  is  presented  at  historical  cost. 
Equipment,  valued  at  $5,000  or  more,  is  recorded  at  cost  less  straight  line  depreciation  over 
the  estimated  useflil  life  of  five  to  ten  years.  Equipment  under  $5,000  is  expensed  in  the  year 
purchased. 

3.  Method  Used  to  Value  Investments 

Plan  assets  are  invested  and  managed  on  the  plans"  behalf  by  the  Montana  Board  of 
Investments  (BOI),  Department  of  Commerce.  Investments  are  purchased  in  accordance  with 
the  statutorily  and  constitutionally  mandated  '"prudent  expert  principle."  Investments  are 
reported  at  fair  value.  There  are  six  major  diversified  pools:  Montana  Short  Term  Investment 
Pool  (STIP),  Montana  Stock  Pool  (MTCP),  Retirement  Funds  Bond  Pool  (RFBP),  Montana 
International  Pool  (MTIP),  Montana  Real  Estate  Pool  (MTRP),  and  Trust  Fund  Bond  Pool 
(TFBP). 

a.  STIP  portfolio  includes  asset-backed  securities,  variable-rate  (floating-rate)  instruments 
and  covered  options.  These  securities  provide  a  diversified  portfolio  earning  a 
competitive  total  rate  of  return.  Funds  may  be  invested  for  relatively  short  periods.  The 
PERB  elects  to  have  all  STIP  income  automatically  reinvested.  Investments  are  reported 
at  fair  value  based  on  market  prices  supplied  to  the  BOI  by  various  pricing  services.  The 
unit  value  is  fixed  at  $1.00.  A  purchased  unit  earns  income  on  the  purchase  date  and 
ceases  to  earn  income  on  the  day  before  the  imit  is  sold.  STIP  income  reflects  the 
monthly  earnings  of  the  STIP  portfolio  and  is  distributed  on  the  first  calendar  day  of  the 
month  with  the  exception  of  the  June  distribution.  Income  for  June  is  distributed  on  the 
last  calendar  day  of  the  month.  Administrative  expenses  incurred  by  the  BOI  are  charged 
daily  to  STIP  based  on  their  expenses  applicable  to  STIP.  STIP  investments  are  required 
to  have  the  highest  rating  in  the  short  term  category  by  any  nationally  recognized 
statistical  rating  organization.  STIP  is  considered  an  external  investment  pool  per  the 
Governmental  Accounting  Standards  Board  (GASB)  Statement  No.  31,  and  participation 
is  voluntary.  Disclosure  about  Derivatives:  STIP  holds  two  types  of  securities  that  are 
required  to  be  disclosed  per  the  GASB.  I)  Asset-backed  securities  are  collateralized  by  a 
pool  of  mortgage  and  non-mortgage  assets  pledged  by  the  issuer.  2)  Variable-rate 
(floating  rate)  securities  are  sensitive  to  interest  rate  changes.  There  are  no  legal  risks  that 
the  BOI  is  aware  of  regarding  any  STIP  investments. 
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b.  MTCP  portfolio  includes  common  stock  in  public  corporations  and  convertible  equity 
securities.  MTCP  is  carried  at  fair  value  for  financial  reporting  purposes.  Fair  values  for 
publicly  traded  convertible  debt  securities  are  determined,  primarily,  by  reference  to 
market  prices  supplied  to  the  BOl  by  its  custodial  bank.  State  Street  Bank  and  Trust,  or 
various  brokerage  services.  Equity  investments,  traded  on  a  national  securil\  exchange, 
are  slated  at  the  last-reported  sales  price  on  valuation  day.  while  equity  securities  traded 
on  the  over-the-counter  market  are  stated  at  the  last-quoted  bid  price.  Security 
transactions  are  recorded  as  of  trade  date  rather  than  settlement  date:  therefore,  the  MTCP 
portfolio  at  June  30  may  include  receivables  from  brokers  for  securities  sold  but  not 
delivered,  and  payables  to  brokers  for  securities  purchased  but  not  received.  Until  March 
31,  2000.  unit  values  were  calculated  weekly  and  at  the  close  of  the  last  business  day  of 
the  month,  based  upon  the  fair  value  of  the  MTCP  equity  holding  and  other  assets. 
Effective  April  1.  2000.  the  unit  values  are  calculated  daily.  MTCP  income  available  for 
distribution  is  distributed  on  the  first  business  day  of  each  month.  Units  are  bought/sold 
upon  the  decision  of  the  BOFs  Investment  Officer. 

c.  RFBP  portfolio  includes  corporate  asset-backed,  other  corporate,  U.S.  government 
mortgage-backed,  U.S.  government  and  Yankee  securities.  RPBP  investments  are 
presented  at  fair  value.  Fair  values  are  determined,  primarily,  by  reference  to  fair  prices 
supplied  to  the  BOI  by  its  custodial  bank.  State  Street  Bank  and  Trust.  Premiums  and 
discounts  are  amortized/accreted  using  the  straight-line  or  interest  method  to  the  call, 
average  life  or  maturity  date  of  the  securities.  Unit  values  are  calculated  weekly  and  at 
month  end.  based  on  portfolio  pricing,  to  allow  for  participant  transactions  to  occur  as 
determined  by  the  BOFs  Investment  Officer.  The  June  30,  1999  unit  value  of  $101.95 
decreased  to  a  June  30.  2000  unit  value  of  $97.51  due  to  the  increase  in  interest  rates. 
Accumulated  income  is  distributed  monthly  on  the  first  calendar  day  of  the  month. 
Realized  portfolio  gains/losses  are  distributed  at  least  annually.  Disclosure  about 
Derivatives:  The  RFBP  portfolio  includes  structured  financial  instruments  knouTi  as 
REMICs  (Real  Estate  Mortgage  Investment  Conduits).  These  securities  are  required  to  be 
disclosed  per  the  GASB.  REMICs  are  pass-through  vehicles  for  multiclass  mortgage- 
backed  securities.  Some  REMICs  are  principal-only  strips  (POs)  and  interest-only  strips 
(lOs).  As  of  June  30,  1999,  the  pool  had  no  legal  risk.  As  of  June  30.  2000.  the  Rite  Aid 
Corporation  presented  a  legal  risk  to  the  BOI.  The  BOI  owns  a  $7,000,000  par.  7.13°/o 
bond  maturing  January  15,  2007.  In  May  2000.  the  BOI  was  subordinated  to  a  secured 
bank  line  of  credit  on  this  issue  and  the  bond  ratings  were  downgraded  by  the  Moody's 
and  the  Standard  &  Poor's  bond  ratings  agencies.  Based  on  this  subordination  and  ratings 
dowTigrade.  the  BOI  reduced  the  book  value  to  $5,600,000  as  of  June  30.  2000. 

d.  MTIP  portfolio  includes  equity  investments  in  four  funds  -  BOFs  Internal  International, 
and  three  externally  managed  flinds,  Pyrford  International.  Schroder  Investment 
Management  NA  (formerly  Schroder  Capital  Management  International),  and  SG  Pacific 
Asset  Management  Inc.  The  four  fiinds  may  invest  in  securities  of  foreign-based 
corporations  listed  on  legal  and  recognized  foreign  exchanges  as  well  as  domestic 
exchanges.  Investments  are  presented  at  current  U.S.  dollar  after  conversion  from  foreign 
currency  by  the  custodial  bank.  State  Street  Bank  and  Trust.  Unit  values  are  calculated 
weekly  and  once  a  month  at  the  close  of  the  last  business  day  of  the  month  based  on  fair 
value  of  MTIP  equity  holding,  other  assets  and  liabilities.  Realized  gains/losses  from  the 
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sale  of  securities  and  related  foreign  exchange  transactions  are  retained  by  the  fund. 
MTIP  income  is  distributed  at  least  quarterly  to  the  retirement  fund,  net  of  external 
manager  fee  and  administrative  expenses,  on  the  first  business  day  of  the  following 
month.  As  of  June  30.  2000,  the  BOI  was  unaware  of  any  legal,  market  or  credit  risks 
regarding  the  MTIP  investments. 

MTRP  portfolio  includes  common  or  preferred  stocks  or  securities,  securities  convertible 
into  common  stock,  and  preferred  stocks.  MTRP  common  stock  represents  ownership 
units  (shares)  of  a  corporation  investing  in  real  estate.  MTRP  was  created  by  the  BOI  to 
allow  retirement  flinds  the  opportunity  to  participate  in  the  Real  Estate  Investment  Trust 
(REIT)  equity  market  and  other  real  estate  investments  via  a  diversified  pool.  A  REIT  is  a 
corporation  that  combines  the  capital  of  many  investors  to  acquire  or  provide  fmancing 
for  all  forms  of  real  estate.  Investments  are  presented  at  fair  value.  REIT  investments,  on 
valuation  day,  are  stated  at  the  closing  price  of  the  security's  primary  exchange. 
Amortized  cost  represents  the  REIT  security  purchase  price  plus  a  fixed  commission 
where  applicable.  The  MTRP,  as  an  internal  investment  pool,  invests  its  excess  cash,  by 
law,  in  the  BOI's  STIP,  an  external  investment  pool.  Unit  values  are  calculated  weekly 
and  at  the  close  of  the  last  business  day  of  the  month,  based  on  the  fair  value  of  REIT 
holdings.  Based  on  the  BOI  Investment  Officer's  decision,  participants  may  buy  or  sell 
units  on  the  first  business  day  of  each  month.  Income  available  for  distribution  is 
distributed  on  the  first  business  day  of  each  month. 

TFBP  portfolio  includes  corporate  asset-backed,  other  corporate.  U.S.  government 
mortgage-backed,  U.S.  government,  Yankee  securities  and  cash  investments.  The  State  of 
Montana  section  457  deferred  compensation  plan  investments  became  a  pool  participant 
on  April  1,  1997.  TFBP  investments  are  presented  at  fair  value.  Fair  values  for  securities 
are  determined  primarily  by  reference  to  market  prices  supplied  to  the  BOI  by  its 
custodial  bank.  State  Street  Bank  and  Trust.  Premiums  and  discounts  are 
amortized/accreted  using  the  straight-line  or  interest  method  to  the  call,  average  life  or 
maturity  date  of  the  securities.  Unit  values  are  calculated  weekly  and  at  month  end.  based 
on  portfolio  pricing,  to  allow  for  participant  transactions  to  occur  as  determined  by  the 
BOI  Investment  Officer.  Security  transactions  are  recorded  as  of  trade  date  rather  than 
settlement  date;  therefore,  the  TFBP  portfolio  at  June  30  may  include  receivables  from 
brokers  for  securities  sold  but  not  delivered,  and  payables  to  brokers  for  securities 
purchased  but  not  received.  Accumulated  income  is  distributed  monthly  on  the  first 
calendar  day  of  each  month.  Realized  portfolio  gains/losses  are  distributed  at  least 
annually  to  the  participants.  Disclosure  about  Derivatives:  The  TFBP  includes  structured 
financial  instruments  known  as  REMICs  (Real  Estate  Mortgage  Investment  Conduits). 
The  GASB  requires  these  securities  to  be  disclosed.  REMICs  are  pass-through  vehicles 
for  multiclass  mortgage-backed  securities.  Some  REMICs  are  principal-only  strips  (POs). 
As  of  June  30,  1999,  there  were  no  legal  risks  regarding  the  TFBP.  As  of  June  30,  2000. 
the  Rite  Aid  Corporation  presented  a  legal  risk  to  the  BOI.  The  BOI  owns  a  $3,000,000 
par.  7.13%  bond  maturing  January  15.  2007.  In  May  2000,  the  BOI  was  subordinated  to  a 
secured  bank  line  of  credit  on  this  issue  and  the  bond  ratings  were  downgraded  by  the 
Moody's  and  Standard  &  Poor's  bond  ratings  agencies.  Based  on  this  subordination  and 
ratings  downgrade,  the  BOI  reduced  the  book  value  to  $2,400,000  as  of  June  30.  2000. 
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Other  Investments  include  securities  classified  as  corporate  asset-backed,  other 
corporate.  U.S.  government  mortgage-backed,  U.S.  government,  Yankee  bonds,  equity 
index,  venture  capital,  leveraged  buy-outs,  real  estate,  mortgages  and  loans.  Corporate 
asset-backed  securities  represent  debt  securities  collateralized  by  a  pool  of  assets.  U.S. 
government  mortgage-backed  securities  reflect  participation  in  a  pool  of  residential 
mortgages.  U.S.  government  securities  include  direct  obligations  of  the  U.S.  Treasury  and 
indirect  obligations  of  the  U.S.  government.  Yankee  bonds  are  U.S.  dollar  denominated 
bonds  issued  by  foreign  corporations  and  governments  and  U.S.  companies  issuing  debt 
in  foreign  markets.  Equity  index  investments  are  investments  in  selected  mutual  funds 
whose  equity  portfolios  match  a  broad-based  index  or  composite.  Venture  capital 
represents  private  equity  investments  in  early-stage  financing  of  rapidly  growing 
companies  with  an  innovative  product  or  service.  Leveraged  buy-outs  permit  investment 
groups  to  acquire  a  company  by  leveraging  debt,  as  a  financing  technique,  to  establish  a 
significant  ownership  position  on  behalf  of  the  company's  current  management  team.  The 
real  estate  investments  and  residential  and  multi-family  mortgages  are  valued  based  on  a 
discounted  cash  flow.  Premiums  and  discounts  are  amortized/accreted  using  the  straight- 
line  or  interest  method  to  the  call,  average  life  or  maturity  date  of  the  securities.  All  other 
investments  are  presented  at  fair  value.  Fair  values  are  determined,  primarily.  b\ 
reference  to  fair  value  prices  supplied  to  the  BOI  by  its  custodial  bank.  State  Street  Bank 
and  Trust,  or  various  brokerage  services.  As  of  June  30,  2000,  the  BOI  was  unaware  of 
any  legal  risks  regarding  the  other  investments. 

Securities  Lending,  governed  imder  the  provisions  of  state  statutes,  authorizes  the 
custodial  bank.  State  Street  Bank  and  Trust,  to  lend  the  BOI's  securities  to  broker-dealers 
and  other  entities  with  a  simultaneous  agreement  to  return  the  collateral  for  the  same 
securities  in  the  fiiture.  This  is  accomplished  by  the  BOI  via  a  Securities  Lending 
Authorization  Agreement.  During  the  period  the  securities  are  on  loan,  the  BOI  receives  a 
fee  and  the  custodial  bank  must  initially  receive  collateral  equal  to  102  percent  of  the  fair 
value  of  the  loaned  security  and  maintain  collateral  equal  to  not  less  than  100  percent  of 
the  fair  value  of  the  loaned  security.  The  BOI  retains  all  rights  and  risks  of  ownership 
during  the  loan  period. 

During  fiscal  year  2000,  State  Street  Bank  and  Trust  lent,  on  behalf  of  the  BOI.  certain 
securities  held  by  State  Street  Bank  and  Trust,  as  custodian,  and  received  U.S.  dollar 
currency  cash.  U.S.  government  securities,  and  irrevocable  bank  letters  of  credit.  State 
Street  Bank  and  Trust  does  not  have  the  ability  to  pledge  or  sell  collateral  securities 
unless  the  borrower  defaults. 

The  BOI  did  not  impose  any  restrictions  during  fiscal  year  2000  on  the  amount  of  the 
loans  that  State  Street  Bank  and  Trust  made  on  its  behalf  There  were  no  failures  b>  any 
borrowers  to  return  loaned  securities  or  pay  distributions  thereon  during  fiscal  year  2000 
resulting  from  default  of  the  borrowers  or  State  Street  Bank  and  Trust. 

During  fiscal  year  2000.  the  BOI  and  the  borrowers  maintained  the  right  to  terminate  all 
securities  lending  transactions  on  demand.  The  cash  collateral  received  on  each  loan  was 
invested,  together  with  the  cash  collateral  of  other  qualified  plan  lenders,  in  a  collective 
investment  pool,  the  Securities  Lending  Quality  Trust.  The  relationship  between  the 
average  maturities  of  the  investment  pool  and  the  BOLs  loans  was  affected  by  the 
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maturities  of  the  loans  made  by  other  plan  entities  that  invested  cash  collateral  in  the 
collective  investment  pool,  which  the  BOI  could  not  determine.  On  June  30,  2000.  the 
BOI  had  no  credit  risk  exposure  to  borrowers  because  the  amounts  that  the  BOI  owes  the 
borrowers  exceed  the  amounts  the  borrowers  owe  the  BOI. 

B.  Plan  Membership,  Descriptions  and  Contribution  Information 

The  plans  are  established  and  amended  statutorily  by  the  Legislature.  In  all  defined  benefit 
plans  (except  VFCA),  if  a  member  leaves  covered  employment  before  retirement,  member 
contributions  plus  accrued  interest  may  be  refunded  to  the  member.  If  a  member  returns  to 
service  and  repays  the  withdrawn  contributions  plus  the  interest  the  contributions  would  have 
earned  had  they  remained  on  deposit,  membership  service  is  fiilly  restored. 

Membership  of  each  plan  consisted  of  the  following  at  June  30.  2000: 


PERS  Membership 

Total 

Number  of  participating  employers 

506 

506 

Active  plan  members 

29,500 

29,500 

Terminated  plan  members  entitled  to  but  not  yet 

receiving  benefits  or  a  refund: 

Vested 

1.813 

Non-vested 

9.966 

11,779 

Retirees  and  beneficiaries  receiving  benefits: 

Service  Retirements 

12,982 

Disability  Retirements 

324 

Survivor  Benefits 

266 

13,572 

MPORS  Membership 

Total 

Number  of  participating  employers 

21 

21 

Active  plan  members 

571 

571 

Terminated  plan  members  entitled  to  but  not  yet 

receiving  benefits  or  a  refund: 

Vested 

15 

Non-vested 

58 

73 

Retirees  and  beneficiaries  receiving  benefits: 

Service  Retirements 

492 

Disability  Retirements 

18 

Survivor  Benefits 

31 

541 
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<JV\  POKS  M 

embership 

Total 

Number  of  participating  employers 
Active  plan  members 

Terminated  plan  members  entitled  to  but  not 
receiving  benefits  or  a  refund: 
Vested 

yet 

8 

494 

2 

8 
494 

Non-vested 
Retirees  and  beneficiaries  receiving  benefits: 
Service  Retirements 
Disability  Retirements 

53 

55 

76 

2 

Survivor  Benefits 

4 

82 

SRS  Membership 

Total 

Number  of  participating  employers 

56 

56 

Active  plan  members 

611 

611 

Terminated  plan  members  entitled  to  but  not  yet 

receiving  benefits  or  a  refund: 

Vested 

23 

Non-vested 

150 

173 

Retirees  and  beneficiaries  receiving  benefits: 

Service  Retirements 

199 

Disability  Retirements 

30 

Survivor  Benefits 

13 

242 

JRS  Memberj 

hip 

Total 

Number  of  participating  employers 

1 

1 

Active  plan  members 

46 

46 

Terminated  plan  members  entitled  to  but  not  yet 

receiving  benefits  or  a  refund: 

Vested 

1 

Non-vested 

0 

1 

Retirees  and  beneficiaries  receiving  benefits: 

Service  Retirements 

45 

Disabilirv  Retirements 

0 

Survivor  Benefits 

T 

47 
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HPORS  Membership 

Total 

Number  of  participating  employers 

1 

1 

Active  plan  members 

190 

190 

Terminated  plan  members  entitled  to  but  not  yet 

receiving  benefits  or  a  refund: 

Vested 

7 

N  on- vested 

6 

13 

Retirees  and  beneficiaries  receiving  benefits: 

Service  Retirements 

241 

Disability  Retirements 

9 

Survivor  Benefits 

11 

261 

FURS  Membership 

Total 

Number  of  participating  employers 

14 

14 

Active  plan  members 

419 

419 

Terminated  plan  members  entitled  to  but  not  yet 

receiving  benefits  or  a  refund: 

Vested 

5 

N  on- vested 

52 

57 

Retirees  and  beneficiaries  receiving  benefits: 

Service  Retirements 

433 

Disability  Retirements 

9 

Survivor  Benefits 

26 

468 

VFCA  Membership 

Total 

Active  plan  members 

2,502 

2,502 

Terminated  plan  members  entitled  to  but  not  yet 

receiving  benefits  or  a  refund: 

Vested 

624 

624 

Retirees  and  beneficiaries  receiving  benefits: 

Service  Retirements 

836 

Survivor  Benefits 

3 

839 

Deferred  Compensation  (457)  Membership 

Number  of  participating  employers 

Active  plan  members 
Inactive  plan  members 


6,999 
49 


Total 

7 

6,999 
49 
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Public  Employees '  Retirement  System 

Plan  Description:  The  PERS  is  a  multiple-employer,  cost-sharing  defined  benefit  plan 
established  July  1.  1945.  and  governed  by  Title  19.  chapters  2  &  3  ofthe  MCA.  This  plan  covers 
the  State,  university  system,  local  governments  and  certain  employees  of  the  school  districts. 
Benefits  are  established  by  state  law  and  can  only  be  amended  by  the  Legislature.  The  PERS 
provides  retirement,  disability  and  death  benefits  to  plan  members  and  their  beneficiaries. 
Benefits  are  based  on  eligibility  and/or  years  of  service  and  final  (highest)  average  salary. 
Member  rights  are  vested  after  five  years  of  service.  A  brief  summary  of  eligibility  and  benefits 
follows: 


PERS  S 

ummar>  of  Benefits 

Members'  final  average  salary  (FAS) 

Highest  average  monthly  compensation 

during  any  consecutive  36  months 

Years  of  service  required 

and/or  age 

Service  retirement: 

eligible  for  benefit 

30  years,  any  age; 
Age  65.  regardless  of  service;  or 
Age  60,  5  years  of  service;  and 
Early  retirement,  actuarilv  reduced: 
Age  50.  5  years  of  service:  or 
Any  age,  25  years  of  service. 

Vesting 

5  years 

Monthly  benefit  formula 

1.785%  of  FAS  per  year  of  service 

.\\  June  30.  2000  PERS  had  506  participating  employers  consisting  of: 


PERS  Employers 

F.mplovers 

June  30,  2000 

34 

June  30, 

1999 

37 

State  Agencies 

Counties 

55 

55 

Cities  and  Towns 

90 

88 

Colleges  and  Universities 

5 

6 

School  Districts 

238 

236 

Other 

84 

82 

Total 

506 

504 

A-19 


Contributions:  Member  and  employer  contribution  rates  are  established  by  state  law  and  may 
be  amended  only  by  the  Legislature.  The  member  contribution  rate  for  fiscal  year  2000  was  6.9''/b 
of  PERS-covered  payroll,  up  from  6.8%  in  fiscal  year  1999.  Contributions  are  deducted  from 
each  member's  salary  and  remitted  by  participating  employers.  An  individual  account  is 
established  for  each  member's  contributions  and  interest  allocations  until  a  retirement  or  reftind 
request  is  processed.  Each  state  agency  and  university  system  employer  contributed  6.9%  of 
PERS-covered  payroll  during  fiscal  year  2000.  up  from  6.8%  in  fiscal  year  1999.  Participating 
local  governments  and  school  district  employers  contributed  6.8%  of  PERS-covered  payroll,  up 
from  6.7%  in  fiscal  year  1999.  The  State  contributed  the  remaining  0.1%  for  local  governments 
and  school  employers  from  the  state  general  ftind  in  fiscal  years  2000  and  1999.  (Reference 
Schedule  of  Contribution  Rates  on  page  A-33). 

Retirement  Incentive:  The  Legislature  enacted  a  provision  under  the  Employee  Protection 
Act  (EPA)  [  1 9-2-706.  MCA]  allowing  state  employees,  who  are  eligible  for  a  service  retirement 
and  whose  positions  have  been  eliminated,  to  have  their  employer  assist  in  the  purchase  of  up  to 
three  years  of 'i-for-5"  additional  service.  As  of  fiscal  year  2000.  two  hundred  fifteen  employees 
had  taken  advantage  of  this  provision  since  its  inception,  up  from  one  hundred  eighty-four  in 
fiscal  year  1999.  The  employer  has  up  to  ten  years  to  complete  payment  for  the  service  purchases 
and  is  charged  8%  interest  on  the  unpaid  balance.  The  total  retirement  incentive  contributions 
received  (including  interest)  during  fiscal  years  2000  and  1999  totaled  $335,960.84  and 
$167,928,  respectively.  The  total  outstanding  balance  at  June  30.  2000  totaled  $528,300.51. 

Benefit  Enhancement:  Each  January  a  guaranteed  annual  benefit  adjustment  (GABA)  of 
1.5%  is  provided  if  the  recipient  has  been  receiving  a  benefit  for  at  least  36  months  and  has  not 
received  any  other  benefit  increases  equivalent  to  1 .5%. 

Municipal  Police  Officers  *  Retirement  System 

Plan  Description:  The  MPORS  is  a  multiple-employer,  cost-sharing  defmed  benefit  plan  that 
was  established  in  1974  and  is  governed  by  Title  19,  chapters  2  &  9  of  the  MCA.  This  plan 
covers  all  municipal  police  officers  employed  by  first-  and  second-class  cities  and  other  cities 
electing  to  adopt  the  plan.  Benefits  are  established  by  state  law  and  can  only  be  amended  by  the 
Legislature.  The  MPORS  provides  retirement,  disability  and  death  benefits  to  plan  members  and 
their  beneficiaries.  Benefits  are  based  on  eligibility  and/or  years  of  service  and  fmal  average 
compensation.  Member  rights  for  death  and  disability  are  vested  immediately.  All  other  rights 
are  vested  after  five  years  of  service.  A  brief  summary  of  eligibility  and  benefits  is  on  the 
following  page: 
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MPORS  Summary  of  Benefits                                                      1 

Members'  final  average  compensation 

(FAC) 

Hired  prior  to  July  1.  1977  -  average  monthly 
compensation  of  final  year  of  service; 

Hired  after  June  30,  1977  -  average  of  regular 
monthly  compensation  for  last 
consecutive  36  months. 

Years  of  service  required  and/or  age 

20  years,  regardless  of  age; 

eligible  for  benefit 

Age  50.  5  years  of  service. 

Vesting 

5  years 

Monthly  benefit  formula 

2.5%  of  FAC  per  year  of  serxicc 

At  June  30.  2000  MPORS  had  21  participating  employers  consisting  of: 


Employers 

Cities  and  Towns 
Total 


MPORS  Employers 

June  30,  2000 

2i 
21 


June  30, 1999 

2i 
21 


Contributions:  Member  and  employer  contribution  rates  are  established  by  state  law  and  may 
be  amended  only  by  the  Legislature.  Member  contribution  rates  are  dependent  upon  date  of  hire 
as  a  police  officer.  Effective  July  1,  1999  through  December  31.  1999.  contributions  as  a 
percentage  of  salary  were  7.8%  (if  employed  on  or  before  June  30,  1975);  9.0%  (if  employed 
after  June  30.  1975  and  prior  to  July  1.  1979);  10.5%  (if  employed  after  June  30.  1979  and  prior 
to  July  1.  1997);  and.  11.0%  (if  employed  on  or  after  July  1.  1997  and  for  members  electing 
GAB  A).  Effective  January  1,  2000,  the  above  contribution  rates  for  municipal  police  ofilcers 
were  reduced  by  2%  for  all  active  members.  Contributions  are  deducted  fi-om  each  member's 
salary  and  remitted  by  participating  employers.  An  individual  account  is  established  for  each 
member's  contributions  and  interest  allocations  until  a  retirement  or  refijnd  request  is  processed. 
City  contributions  to  the  retirement  plan  are  14.41%  of  total  MPORS-covered  payroll  on  a 
monthly  basis.  The  State  contributions  are  requested  at  the  beginning  of  the  fiscal  year  based  on 
the  previous  fiscal  year  salary  and  are  due  no  later  than  November  1.  The  State's  contribution 
rate  for  1999  and  2000  was  29.37%  and  is  fijnded  Irom  the  general  fijnd.  (Reference  Schedule  of 
Contribution  Rates  on  page  A-33). 

Benefit  Enhancement:  Each  January  a  guaranteed  annual  benefit  adjustment  (GABA)  of 
1.5%  is  provided  if  the  recipient  has  been  receiving  a  benefit  for  at  least  36  months  and  has  not 
received  any  other  benefit  enhancement  equivalent  to  1.5%.  The  member  must  have  been  hired 
on  or  after  Julv  1 .  1 997.  or  must  have  elected  the  GABA. 
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For  members  not  electing  the  GABA.  a  retired  member  or  survivor  will  not  receive  a  benefit  less 
than  one-half  the  compensation  paid  to  a  newly  confirmed  police  officer  in  the  city  or  town  that 
last  employed  the  retired  member.  This  is  based  on  the  current  fiscal  year  and  is  applicable  to  the 
city  or  town  from  which  the  member  retired.  If  a  benefit  falls  below  that  minimum,  an  increase  is 
paid  to  the  benefit  recipient.  If  a  member  or  retiree  elected  the  GABA.  the  minimum  benefit  is 
not  available  to  them. 

Game  Wardens '  and  Peace  Officers '  Retirement  System 

Plan  Description:  The  GWPORS  is  a  multiple-employer,  cost-sharing  defined  benefit  plan 
established  in  1963  and  is  governed  by  Title  19,  chapters  2  &  8  of  the  MCA.  This  system 
provides  retirement  benefits  to  all  persons  employed  as  a  game  warden,  warden  supervisory 
personnel,  or  state  peace  officer  not  eligible  to  join  the  SRS,  HPORS  and  MPORS  plans. 
Benefits  are  established  by  state  law  and  can  only  be  amended  by  the  Legislature.  The  GWPORS 
provides  retirement,  disability  and  death  benefits  to  plan  members  and  their  beneficiaries. 
Benefits  are  based  on  eligibility  and/or  years  of  service  and  fmal  (highest)  average  salary. 
Member  rights  are  vested  after  five  years  of  service.  A  brief  summary  of  eligibility  and  benefits 
follows: 


GWPORS  Summary  of  Benefits                                                11 

Members'  final  average  salary  (FAS) 

Highest  average  monthly  compensation 

during  any  consecutive  36  months 

Years  of  service  required  and/or  age 

Age  50.  20  years  of  service; 

eligible  for  benefit 

Age  55,  5  years  of  service. 

Vesting 

5  years 

Monthly  benefit  formula 

2%  of  FAS  per  year  of  service 

At  June  30.  2000  GWPORS  had  8  participating  employers  consisting  of: 


Employers 

State  Agencies 
Colleges  and  Universities 
Total 


GWPORS  Employers 

June  30,  2000 
5 

3 
8 


June  30. 1999 

5 
3 
8 


Contributions:  Member  and  employer  contribution  rates  are  established  by  state  law  and  may 
be  amended  only  by  the  Legislature.  The  member  contribution  rate  for  fiscal  years  2000  and 
1999  was  8.5%.  Contributions  are  deducted  from  each  member's  salary  and  remitted  by 
participating  employers.  An  individual  account  is  established  for  each  member's  contributions 
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and  interest  allocations  until  a  retirement  or  refund  request  is  processed.  Each  slate  agency  and 
university  employer  contributed  9.0%  of  total  GWPORS-covered  payroll  to  the  retirement  plan 
on  a  monthly  basis,  during  fiscal  years  2000  and  1999.  (Reference  Schedule  of  Contribution 
Rates  on  page  A-33). 

Retirement  Incentive:  The  Legislature  enacted  a  provision  under  the  Employee  Protection 
Act  (EPA)  [19-2-706.  MCAJ  allowing  state  employees,  who  are  eligible  for  a  service  retirement 
and  whose  positions  have  been  eliminated,  to  have  their  employer  assist  in  the  purchase  of  up  to 
three  years  of  "l-for-5"  additional  service.  The  employer  has  up  to  ten  years  to  complete 
payment  for  the  service  purchases  and  is  charged  8%  interest  on  the  unpaid  balance.  There  are  no 
employees  that  have  taken  advantage  of  this  provision  to  date. 

Benefit  Enhancement:  Each  January  a  guaranteed  annual  benefit  adjustment  (GABA)  of 
1.5%  is  provided  if  the  recipient  has  been  receiving  a  benefit  for  at  least  36  months  and  has  not 
received  any  other  benefit  increases  equivalent  to  1 .5%. 

Sheriffs '  Retirement  System 

Plan  Description:  The  SRS  is  a  multiple-employer,  cost-sharing  defined  benefit  plan 
established  July  1,  1974.  and  governed  by  Title  19,  chapters  2  &  7  of  the  MCA.  This  plan 
provides  retirement  benefits  to  all  Department  of  Justice  criminal  investigators  hired  after  July  1, 
1993.  and  to  all  Montana  sheriffs.  Benefits  are  established  by  state  law  and  can  only  be  amended 
by  the  Legislature.  The  SRS  provides  retirement,  disability  and  death  benefits  to  plan  members 
and  their  beneficiaries.  Benefits  are  based  on  eligibility  and/or  years  of  service  and  final 
(highest)  average  salary.  Member  rights  are  vested  after  five  years  of  service.  A  brief  summary 
of  eligibility  and  benefits  follows: 


SRSS 

jmmary  of  Benefits 

Members'  final  average  salary  (FAS) 

Highest  average  monthly  compensation 

during  any  consecutive  36  months 

Years  of  service  required  and/or  age 

20  years,  regardless  of  age; 

eligible  for  benefit 

Age  50.  5  years  of  service  -  actiiariallv  reduced 

VesUng 

5  years 

Monthh-  benefit  formula 

2.5''''o  of  F.\S  per  year  of  service 
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At  June  30.  2000  SRS  had  56  participating  employers  consisting  of: 


SRS  Employers 
Employers  June  30, 2000  June  30.  1999 


State  Agencies  1  1 

Counties  55  55 

Total  56  56 


Contributions:  Member  and  employer  contribution  rates  are  established  by  state  law  and  may 
be  amended  only  by  the  Legislature.  The  member  contribution  rate  for  fiscal  years  2000  and 
1999  was  9.245%.  Contributions  are  deducted  from  each  member's  salary  and  remitted  by 
participating  employers.  An  individual  account  is  established  for  each  member's  contributions 
and  interest  allocations  until  a  retirement  or  refund  request  is  processed.  Each  employer 
contributed  9.535%  of  total  SRS-covered  payroll  to  the  retirement  plan  on  a  monthly  basis, 
during  fiscal  years  2000  and  1999.  (Reference  Schedule  of  Contribution  Rates  on  page  A-33). 

Retirement  Incentive:  The  Legislature  enacted  a  provision  under  the  Employee  Protection 
Act  (EPA)  [19-2-706,  MCA]  allowing  State  employees,  who  are  eligible  for  a  service  retirement 
and  whose  positions  have  been  eliminated,  to  have  their  employer  assist  in  the  purchase  of  up  to 
three  years  of  "l-for-5"  additional  service.  The  employer  has  up  to  ten  years  to  complete 
payment  for  the  service  purchases  and  is  charged  8%  interest  on  the  unpaid  balance.  There  are  no 
employees  that  have  taken  advantage  of  this  provision  to  date. 

Benefit  Enhancement:  Each  January  a  guaranteed  annual  benefit  adjustment  (GABA)  of 
1.5%  is  provided  if  the  recipient  has  been  receiving  a  benefit  for  at  least  36  months  and  has  not 
received  any  other  benefit  enhancements  equivalent  to  1.5%. 

Judges '  Retirement  System 

Plan  Description:  The  JRS  is  a  single-employer  defined  benefit  plan  established  in  1967.  and 
governed  by  Title  19,  chapters  2  &  5  of  the  MCA.  This  system  provides  benefits  for  all  Montana 
judges  of  the  district  courts,  justices  of  the  Supreme  Court,  and  the  Chief  Water  Judge.  Benefits 
are  established  by  state  law  and  can  only  be  amended  by  the  Legislature.  The  JRS  provides 
retirement,  disability  and  death  benefits  to  plan  members  and  their  beneficiaries.  Benefits  are 
based  on  eligibility  and/or  years  of  service  and  final  (highest)  average  salary.  Member  rights  are 
vested  after  five  years  of  service.  A  brief  summary  of  eligibility  and  benefits  is  on  the  following 
page: 
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JRSSu 

minarv'  of  Benefits 

Members'  final  average  salar>'  (FAS) 

'Hired  prior  to  July  1.  1997  &  non-G ABA - 
monthly  compensation  at  time  of  retirement; 

^Hired  after  June  30,  1997  or  electing  GABA  - 

highest  average  monthly  compensation 
during  any  consecutive  36  months 

Years  of  service  required 
eligible  for  benefit 

and/or 

age 

Age  65,  5  years  of  sei^'ice; 
Any  age  with  5  years  of  service  - 

involuntary  termination  ,  actuarially  reduced 

Vesting 

5  years 

Monthly  benefit  formula 

l)non-GABA 

3  1  /3%  of  FAS  per  year  of  service  for  the 

first  15  years,  plus  1 .785%  per  year  for 

each  year  after  1 5  years;  or 
2)  GABA 

same  as  above  only  using  FAS'  to  calculate 

the  benefit 

At  June  30,  2000  JRS  had  1  participating  employer  consisting  of: 


Employers 

State  Agencies 
Total 


JRS  Employers 

June  30,  2000 
1 
1 


June  30, 1999 
i 
1 


Contributions:  Member  and  employer  contribution  rates  are  established  by  state  law  and  may 
be  amended  only  by  the  Legislature.  The  member  contribution  rate  for  fiscal  years  2000  and 
1999  was  7%  of  the  member's  monthly  compensation.  Contributions  are  deducted  from  each 
member's  salary  and  remitted  by  participating  employers.  An  individual  account  is  established 
for  each  member's  contributions  and  interest  allocations  until  a  retirement  or  refund  request  is 
processed.  As  the  employer,  the  State  contributed  25.81%  of  the  total  JRS-covered  pa>Toll  to  the 
retirement  plan  on  a  monthly  basis,  during  fiscal  years  2000  and  1999.  (Reference  Schedule  of 
Conirihution  Rates  on  page  A-33). 

Benefit  Enhancement:  Each  time  the  Legislature  increases  the  salaries  for  active  judges, 
benefits  for  retired  judges  (or  eligible  contingent  annuitants)  increases.  For  members  hired  prior 
to  July  1,  1997,  current  salary  is  used  in  the  calculation  of  the  monthly  benefit. 
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Each  January  a  guaranteed  annual  benefit  adjustment  (GABA)  of  1.5%  is  provided  if  the 
recipient  has  been  receiving  a  benefit  for  at  least  36  months,  has  not  received  any  other  benefit 
enhancements  equivalent  to  1.5%,  and  has  elected  the  GABA.  or  if  the  member  was  hired  on  or 
after  July  1,  1997. 

Highway  Patrol  Officers'  Retirement  System 

Plan  Description:  The  HPORS  is  a  single-employer,  defined  benefit  plan  established  July  1 . 
1971,  and  governed  by  Title  19.  chapters  2  &  6  of  the  MCA.  This  system  provides  retirement 
benefits  to  all  members  of  the  Montana  Highway  Patrol,  including  supervisory  personnel. 
Benefits  are  established  by  state  law  and  can  only  be  amended  by  the  Legislature.  The  HPORS 
provides  retirement,  disability  and  death  benefits  to  plan  members  and  their  beneficiaries. 
Benefits  are  based  on  eligibility  and/or  years  of  service  and  fmal  (highest)  average  salary. 
Member  rights  are  vested  after  five  years  of  service.  A  brief  summary  of  eligibility  and  benefits 
follows: 


HPORS  Summary  of  Benefits                                                    11 

Members'  final  average  salary  (FAS) 

Highest  average  monthly  compensation 

during  any  consecutive  36  months 

Years  of  service  required 

and/or  age 

20  years,  hired  on  or  before  July  1.  1985; 

eligible  for  benefit 

Age  50.  20  years  service  if  hired  after 
July  1,  1985 

Vesting 

5  years 

Monthly  benefit  formula 

2.5%  of  FAS  per  year  of  service 

At  June  30,  2000  HPORS  had  1  participating  employer  consisting  of: 


Employers 

State  Agencies 
Total 


HPORS  Employers 

June  30,  2000 

i 
1 


June  30.  1999 
i 
1 


Contributions:  Member  and  employer  contribution  rates  are  established  by  state  law  and  may 
be  amended  only  by  the  Legislature.  The  member  contribution  rates  for  fiscal  years  2000  and 
1999  are  9.05%  of  the  member's  total  monthly  compensation  if  hired  after  June  30.  1997  for 
members  electing  GABA  and  9.0%  for  those  members  hired  prior  to  July  I,  1997  and  not 
electing  GABA.  Contributions  are  deducted  fi"om  each  member's  salary  and  remitted  by 
participating  employers.  An  individual  account  is  established  for  each  member's  contributions 
and  interest  allocations  until  a  retirement  or  refiond  request  is  processed.  As  the  employer,  the 
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State  contributed  36.33%  of  the  total  HPORS-covered  pa>Toll  during  fiscal  years  2000  and  1999. 
The  first  26.15%  is  payable  from  the  same  source  used  to  pay  members'  compensation.  The 
remaining  amount,  equal  to  10.18%.  is  payable  from  a  portion  of  the  fees  collected  from  drivers' 
licenses  and  duplicate  drivers'  license  applications.  (Reference  Schedule  of  Contribution  Rates 
on  page  A-33). 

Twenty-five  cents  of  each  motor  vehicle  registration  fee  must  be  deposited  in  the  HPORS  trust 
fund  by  the  end  of  each  fiscal  year.  This  additional  contribution  funds  the  supplemental  lump- 
sum benefit  for  eligible  recipients. 

Retirement  Incentive:  The  Legislature  enacted  a  provision  under  the  Employee  Protection 
Act  (EPA)  [19-2-706.  MCA]  allowing  State  employees,  who  are  eligible  for  a  service  retirement 
and  whose  positions  have  been  eliminated,  to  have  their  employer  assist  in  the  purchase  of  up  to 
three  years  of  "l-for-5"  additional  service.  The  employer  has  up  to  ten  years  to  complete 
payment  for  the  service  purchases  and  is  charged  S%  interest  on  the  unpaid  balance.  There  are  no 
employees  that  have  taken  advantage  of  this  provision  to  date. 

Benefit  Enhancement:  Each  Januarv'  a  guaranteed  annual  benefit  adjustment  (GABA)  of 
1.5%  is  provided  if  the  recipient  has  elected  the  GABA.  has  been  receiving  a  benefit  for  at  least 
36  months  and  has  not  received  any  other  benefit  enhancements  equivalent  to  1 .5%.  or  if  the 
member  was  hired  on  or  after  July  1.  1997. 

Monthly  benefits  are  increased  each  July  when  they  fall  below  a  statutorily  guaranteed 
minimum.  Any  annual  increase  is  limited  to  5%  over  the  current  benefit  and  may  not  exceed 
60%  of  the  current  base  salary  of  a  probationary  officer.  This  enhancement  is  limited  to  non- 
GABA  members. 

Montana  highway  patrol  officers,  retired  prior  to  July  1,  1991.  or  their  survivors,  may  be  eligible 
for  an  armual  supplemental  lump-sum  payment  distributed  each  September.  A  portion  of  each 
motor  vehicle  registration  fee  funds  this  supplemental  benefit.  Many  factors  must  be  considered 
for  eligibility,  including  the  number  of  years  the  recipient  has  received  a  benefit  and  the 
recipient's  age.  The  average  aruiual  supplemental  payment  in  fiscal  year  2000  was  $2,099.  In 
fiscal  year  1999,  the  average  annual  supplemental  payment  was  $2,025.  This  enhancement  is 
available  to  only  non-GABA  recipients. 

Firefighters '  Unified  Retirement  System 

Plan  Description:  The  FURS  is  a  multiple-employer,  cost-sharing  defmed  benefit  plan 
established  in  1981.  and  governed  by  Title  19.  chapters  2  &  13  of  the  MCA.  This  system 
provides  retirement  benefits  to  firefighters  employed  by  first-  and  second-class  cities  and  other 
cities  that  wish  to  adopt  the  plan.  Benefits  are  established  by  state  law  and  can  only  be  amended 
by  the  Legislature.  The  FURS  provides  retirement,  disability  and  death  benefits  to  plan  members 
and  their  beneficiaries.  Benefits  are  based  on  eligibility  and/or  years  of  service  and  highest 
average  compensation.  Member  rights  are  vested  after  five  years  of  service.  A  brief  summary  of 
eligibility  and  benefits  is  on  the  following  page: 
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FURS  Summar>'  of  Benefits                                                    1 

Members'  final  average  compensation  (FAC) 

'Hired  prior  to  July  1,  1981  - 

last  regular  monthly  compensation; 

^Hired  after  July  1.  1981  - 

last  consecutive  36  months 

Years  of  service  required 

and/or  age 

20  years,  regardless  of  age; 

eligible  for  benefit 

Age  50.  5  years  of  service. 

Vesting 

5  years 

Monthly  benefit  formula 

1)  non-GABA  and  hired  before  July  1,  1981  - 
the  greater  of : 

-  over  20  years,  50%  of  FAC '  plus  2%  of 
FAC'  for  each  year  over  20,  or 

-  less  than  20  years,  2%  of  FAC  for  each 

year  of  service,  or 
-  2.5%  of  FAC  per  year  of  service. 
2)  GABA  and  hired  after  July  1.  1981  - 
2.5%  per  FAC  per  year  of  service. 

At  June  30.  2000  FURS  had  14  participating  employers  consisting  of: 


Employers 

Cities  and  Towns 
Total 


FURS  Employers 

June  30,  2000 

14 


June  30, 1999 

14 
14 


Contributions:  Member  and  employer  contribution  rates  are  established  by  state  law  and  may 
be  amended  only  by  the  Legislature.  The  member  contribution  rates  for  fiscal  years  2000  and 
1999  are  9.5%  for  members  hired  prior  to  July  1.  1997  and  10.7%  for  members  hired  after  June 
30,  1997.  and  members  electing  GABA  coverage.  Contributions  are  deducted  fi-om  each 
member's  salary  and  remitted  by  participating  employers.  An  individual  account  is  established 
for  each  member's  contributions  and  interest  allocations  until  a  retirement  or  refijnd  request  is 
processed.  Employer  contribution  rates  for  fiscal  years  2000  and  1999  were  14.36%  of  the  total 
FURS-covered  payroll.  The  State  contribution  was  32.61%  of  total  compensation  for  all  covered 
firefighters  in  fiscal  years  2000  and  1999.  State  contributions  are  requested  at  the  beginning  of 
each  fiscal  year  based  on  previous  fiscal  year  salary  and  are  due  no  later  than  November  1. 
(Reference  Schedule  of  Contribution  Rates  on  page  A-33). 
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Benefit  Enhancement:  Each  January  a  guaranteed  annual  benefit  adjustment  (GABA)  of 
1.5%  is  provided  if  the  recipient  has  been  receiving  a  benefit  for  at  least  36  months  and  has  not 
received  any  other  benefit  enhancement  equivalent  to  1.5%.  has  elected  the  GABA.  or  if  the 
member  was  hired  on  or  after  July  1.  1997.  For  members  not  electing  GABA  the  monthly 
retirement,  disability  or  survivor's  benefit  must  be  at  least  one-half  the  salary  of  a  newly 
confirmed  firefighter  employed  by  the  city  that  last  employed  the  member  (provided  the  member 
has  at  least  10  years  of  ser\'ice  credit).  If  a  benefit  falls  below  that  minimum,  the  benefit  is 
increased  and  paid  to  the  benefit  recipient.  If  a  member  or  retiree  elected  GABA,  the  minimum 
benefit  is  not  available. 

Volunteer  Firefighters'  Compensation  Act 

Plan  Description:  The  VFCA  is  a  statewide  retirement  and  disability  plan.  This  compensation 
plan,  established  in  1965.  is  governed  by  Title  19.  chapter  17  of  the  MCA.  Benefits  are 
established  by  state  law  and  can  only  be  amended  by  the  Legislature.  The  VFCA  provides 
pension,  disability  and  death  benefits  for  all  volunteer  firefighters  who  are  members  of  eligible 
volunteer  fire  companies  in  unincorporated  areas,  towns  or  villages  under  the  laws  of  the  State  of 
Montana.  VFCA  also  provides  limited  medical  expenses  for  injuries  incurred  in  the  line  of  duty. 
Benefits  are  based  on  eligibility  and  years  of  service.  Member  rights  are  vested  after  ten  years  of 
credited  membership  service.  A  brief  summary  of  eligibility  and  benefits  follows: 


VFCAS 

ummar>  of  Beneflts 

Years  of  service  required 

and/or  age 

Age  55.  20  years  of  credited  service; 

eligible  for  benefit 

Age  60,  10  years  of  service  (partial  benefit) 

Vesting 

10  years 

Monthly  benefit  formula 

$5  per  year  of  credited  service,  maximum  $100 

Contributions:  The  State  is  the  only  contributor  to  the  VFCA.  Contributions  are  5%  of  fire 
insurance  premium  taxes  collected  on  certain  fire  risks.  The  State  Auditor  makes  annual 
payments  to  the  Volunteer  Firefighters"  Pension  Fund  from  the  fire  insurance  premium  tax  fund. 
(Reference  Schedule  of  Contribution  Rates  on  page  A-33). 

Group  Insurance  Payments:  Supplemental  payments  are  available  to  those  volunteer  fire 
companies  providing  additional  group  medical  insurance  for  their  members  in  case  of  death  or 
injury  incurred  while  in  the  line  of  duty.  The  payment  is  made  to  the  volunteer  fire  companies 
and  is  equal  to  $75  per  year  for  each  mobile  firefighting  unit  owned  by  the  volunteer  fire 
company,  up  to  a  maximum  of  two  units. 
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Deferred  Compensation  Plan  (457) 

Plan  Description:  The  State  of  Montana  has  offered  the  deferred  compensation  (457)  plan  to 
employees  since  1976.  All  employees  of  the  State,  including  the  Montana  University  System  and 
contracted  employees,  are  eligible  to  participate.  The  457  plan  is  governed  by  MCA.  Title  19. 
chapter  50,  in  accordance  with  Internal  Revenue  Service  Code  (IRC)  Section  457.  The 
administration  of  the  457  Plan  was  transferred  to  the  PERB  effective  July  1,  1999.  As  of  June  30. 
2000,  the  net  assets  of  the  457  Plan  were  $199,301,580. 

Notable  changes  made  to  the  organization  of  the  deferred  compensation  plan  include  that 
administrative  expenses  are  now  being  accounted  for  within  the  plan.  In  years  past,  the 
administrative  expenses  and  the  revenues  that  funded  them  were  accounted  for  separately.  Also, 
at  fiscal  year  end  a  loan  was  obtained  in  the  amount  of  $2,150,000  for  the  deferred  compensation 
plan.  This  loan  was  a  result  of  problems  with  the  new  accounting  system  and  the  loan  was  paid 
off  in  entirety  on  November  30,  2000.  The  last  significant  change  is  that  the  fees  charged  by  the 
wrapper,  Aegon,  and  the  fees  paid  to  the  hfe  insurance  provider,  Allianz,  are  now  classified  as 
miscellaneous  expenses  rather  than  other  financing  uses.  This  is  due  to  the  nature  of  the  fees  and 
because  they  are  applicable  to  only  the  fixed  annuity. 

Mutual  fiind  administrative  costs  are  not  presented  on  the  financial  statements.  The  vendors 
supply  the  mutual  fund  earnings  net  of  costs.  Current  reporting  standards  for  mutual  companies 
do  not  require  these  companies  to  make  available  the  detailed  cost  information. 

The  457  plan  is  a  voluntary,  tax-deferred  retirement  plan  designed  to  supplement  state  service 
retirement.  Social  Security  and  other  retirement  plans  and  savings.  Assets  of  the  457  plan  are 
required  to  be  held  in  trusts,  custodial  accounts  or  insurance  company  contracts  for  the  exclusive 
benefit  of  participants  and  their  beneficiaries.  Under  the  plan,  eligible  employees  elect  to  defer  a 
portion  of  their  salary  until  future  time  periods.  The  compensation  deferred  is  not  available  to 
employees  until  separation  from  State  service,  retirement,  death,  or  upon  an  unforeseeable 
emergency  when  still  employed  and  meeting  IRS  specified  criteria.  Employees  direct  their 
deferrals  into  two  primary  investment  options:  (1)  the  "fixed"  or  stable  value  option  which 
guarantees  both  principal  (the  payroll  deferrals)  and  a  quarterly  rate  of  earnings;  and  (2)  the 
"variable"  option  which  includes  twenty-three  mutual  funds  and  five  lifestyle/profile  funds. 
Contributing  employees  are  allowed  to  participate  in  both  options,  and  as  many  of  the  offered 
funds  as  desired  under  the  variable  option.  Member  rights  are  vested  immediately.  A  brief 
summary  of  eligibility  and  benefits  is  on  the  following  page: 
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Deferred  Compensation  Plan  (457)  Summary 

Contribution 

Voluntary',  tax  deferred  until  future  years 

Eligiblity  for  Benefit 

Not  available  to  participant  until  separation 

from  state  service;  retirement;  death;  or 

upon  an  unforeseeable  emergency,  when 

still  employed  and  meeting  IRS  specified 

criteria. 

Vesting 

Account  balances  are  fully  vested  to  the 

participants  at  the  time  of  deposit. 

Benefit 

Lump  sum  or  periodic  benefit  payment,  at 

the  option  of  the  participant.  Based  on 

individual  account  balances  and  plan 

provisions. 

.^t  June  30.  2000  the  457  plan  had  7  participating  employers  consisting  of: 


June  30, 1999 


Deferred  Compensation  (457)  Employers 
Emplovers  June  30,  2000 

State  of  Montana  *  1 

Colleges  and  Universities  6 

Total  7 


•  I  he  State  of  Montana  includes  34  agencies,  however,  due  to  the  nature  of  the  reporting  for  the  457  plan  we  are 

unable  to  spccificallv  determine  which  agencies  participate. 


Contributions:  The  457  plan  is  optional  and  members  designate  the  amount  to  contribute 
within  IRS  limitations.  Contributions  are  deducted  from  each  member's  salary  prior  to 
withholding  of  federal  and  state  taxes  and  remitted  by  the  employer.  The  contributions  are  either 
directed  to  the  fixed  fund  or  to  the  mutual  fund.  The  monies  designated  as  fixed  are  invested  by 
the  BOl  and  the  monies  designated  as  mutual  funds  are  remitted  to  the  third  party  record  keeper 
who  in  turn  invests  the  contributions  as  directed  by  the  participant. 
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Defined  Contribution  Plan 

Plan  Description:  The  1999  Montana  Legislature  passed  HB  79.  chapter  471.  session  laws  of 
1999,  creating  a  defined  contribution  retirement  plan  option  within  the  Public  Employees' 
Retirement  System  (PERS).  The  defined  contribution  plan  will  be  available  to  all  active  PERS 
members  starting  July  1,  2002.  The  defined  contribution  plan  will  not  have  contributions  or 
revenues  until  after  the  July  1 ,  2002  start  date.  Implementation  of  the  plan,  which  includes 
selection  of  third  party  service  providers,  investment  options,  and  systems  development,  is 
currently  underway.  The  PERB  has  received  a  long-term  loan  from  the  Montana  Department  of 
Administration  to  fiind  the  plan  start-up/implementation  costs.  Authorization  for  the  loan  was 
provided  by  the  Legislature  in  HB  79,  chapter  471.  session  laws  of  1999. 

All  active  PERS  members  will  have  a  12  month  window  during  which  they  can  choose  to  join 
the  defmed  contribution  plan  or  remain  in  the  current  defmed  benefit  plan.  The  choice  will  be 
irrevocable.  Members  may  not  be  active  members  of  both  the  defined  contribution  and  defmed 
benefit  plan.  A  diverse  and  broad  range  of  investment  options,  selected  by  the  PERB.  will  be 
available  to  members  of  the  defmed  contribution  plan.  Members  of  the  defmed  contribution  plan 
will  decide  how  to  invest  their  contributions  and  a  portion  of  their  employers'  contributions  in 
the  selected  investment  options.  They  will  be  able  to  invest  in  one  or  all  of  the  selected 
investment  options  and  transfer  between  options  daily,  if  desired.  The  remaining  portion  of 
employers"  contributions  will  be  used  to  maintain  ftinding  of  the  defmed  benefit  plan  and  to  fiind 
an  employee  education  program. 

Education  Fund 

HB  79.  chapter  471,  session  laws  of  1999  established  an  education  fiind  and  program  intended  to 
provide  PERS  members  with  impartial  and  balanced  information  about  plan  choices.  HB  79, 
chapter  471.  session  laws  of  1999  has  been  codified  in  MCA  Title  19,  Chapter  3,  Section  112. 
The  education  program  will  consist  of  three  primary  components: 

1 )  initial  transfer  education  -  for  all  active  members  prior  to  the  July  1 ,  2002.  plan  start  date; 

2)  ongoing  transfer  education  -  for  new  hire  members  after  the  July  1,  2002  plan  start  date;  and 

3)  ongoing  investment/retirement  planning  education  -  for  all  active  members. 

The  transfer  education  service  provider  is  prohibited  from  providing  other  services  for  the 
defmed  contribution  plan. 

The  education  program  is  fianded  through  0.1%  of  PERS-covered  payroll  for  fiscal  years  2000 
and  2001  and  0.04%  of  PERS-covered  payroll  beginning  with  fiscal  year  2003.  The  current 
wording  of  the  law  provides  for  no  education  program  flinding  during  fiscal  year  2002. 
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FY  2000  Schedule  of  Contribution  Rates 

Plan 

Employee 

Employer 

State 

PERS 

6.9% 
[19-3-315.  MCA] 

6.9%  -  State  & 

University 
6.8%  -  Local 

Governments 

[19-3-316,  MCA] 

0.1%  -paid  from 
Cieneral  Fund 

[19-3-319,  MCA] 

MPORS' 

5.8%  -  hired  prior 
074)1-75  &  not 
electing  GABA 
(19-9-710(3).  MCA] 
7.0%  -  hired  between 
07-01-75  &  06-30-79 
&  not  electing  GABA 
[19-9-7 10(b),  MCA] 

8.5%  -  hired  between 
07-01-79  &  06-30-97 
&  not  electing  GABA 
[19-9-710(c),  MCA] 

9.0%  -  hired  after 
06-30-97  &  members 
electing  GABA 

[19-9-7 10(d),  MCA] 

14.41% 

[19-9-703,  MCA) 

29_57%  of  salaries  - 
paid  from  insurance  Premium 
Tax  Fund 

[19-9-702,  MCA] 

GWPORS 

8.5%  [19-8-502,  MCA] 

9.0%  [19-8-504,  MCA] 

SRS 

9.245%  [19-7-403,  MCA] 

9.535%  [19-7-404,  MCA] 

JRS 

7.0%  [19-5-402,  MCA] 

25.81%  [19-5-404,  MCA] 

HPORS 

9.0*/»  -  hired  prior  to 
07-01-97  &  not 
electing  GABA 

9.05%  -  eleclmg 
GABA  &  hir«d 
after  06-30-97 

[19-6-402,  MCA] 

26.15%                         [19- 

6-404(1),  MCA] 

10.18%  of  salaries - 
paid  from  drivers' 
license  fees 
[19-6-404(2),  MCA] 

FURS 

9.5*/«  -  hired  prior  to 
07-01-97  &  not 
electing  GABA 
[19-13-601(2Ka),MCA] 
10.7V.  -electing 
GABA  &  new  hires 
after  06-30-97 

[19-13-601(2Xb)] 

14J6% 
[19-13-605,  MCA] 

32.61V.  of  salaries  - 
paid  from  insurance 
Premium  Tax  Fund 

[19-13-604.  MCA]                        li 

VFCA 

5.0% -of  fire 
insurance  premiums 
received  by  the  State                     || 
(19-17-30i,MCAj                         II 

■^^ 

~~ 

As  reflected  above,  1999  Legislation  lowered  MPORS  employee  rates  by  2%  effective  January  1,  2000 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 
Required  Supplementary  Information 
Schedule  of  Funding  Progress 
(in  thousands) 


Actuarial 

Actuarial  Accrued 

Unfunded 

UAAL  as  a 

Actuarial 

Value  of 

Liability  (AAL) 

AAL 

Funded 

Covered 

Percentage  of 

Valuation 

Assets 

-Entry  Age 

OJAAL) 

Ratio 

Payroll 

Covered  Payroll 

System 

Date 

fa) 

(h) 

rb-a) 

(a/b) 

(c) 

((b-B)/c) 

PERS 

06/30/96 

$    1,629,707 

$             1,826,207 

$      196,500 

89.24% 

$608,592 

32.29% 

^    06/30/98 

2,128,065 

J,3O0,328 

172,263 

92,51% 

660,579 

26.08% 

S^  JO/00 

2,843,347 

2,273,407 

(569,940) 

125.07% 

725,692 

-78.54%; 

MPORS 

06/30/96 

70,068 

105,664 

35,596 

66.31% 

15,828 

224.89% 

06/30/98 
ii/30/00 

94,908 

173,642 

78,734 

54.66% 

17,873 

440.52% 

129,826 

181,109 

51,283 

7I,«8% 

20,252 

253.22% 

GWPORS 

06/30/96 

18,160 

17,325 

(835) 

104.82% 

2,762 

-30.23% 

06/30/98 

23,190 

22,412 

(778) 

103.47% 

7,839 

-9.92% 

m/mmm. 

:«S™SS:::W«2!^6»::s 

mmmmmmmS$'^32 

©,Q44> 

:,:137,«1%:..:: 

::S:5,ll,«75:<S 

iimrnmrnmr^^^^-i^^^ 

SRS 

06/30/96 

68,646 

52,751 

(15,895) 

130.13% 

17,890 

-88.85% 

06/30/98 

92,160 

81,077 

(11,083) 

113.67% 

20,127 

-55.07% 

06/30/00 

126,338 

(38,502) 

143.83% 

21,559 

^^Bll78.59% 

Analysis  of  the  dollar  amounts  of  plan  net  assets,  actuarial  accrued  liability,  and  unfiinded  actuarial  accrued  liability  in  isolation  can  be 
misleading.  Expressing  plan  net  assets  as  a  percentage  of  the  actuarial  accrued  liability  provides  one  indication  of  the  plan's  funding 
status  on  a  going-concern  basis.  Analysis  of  this  percentage  over  time  indicates  whether  the  plan  is  becoming  financially  stronger  or 
weaker.  Generally,  the  greater  this  percentage,  the  stronger  the  plan.  Trends  in  the  unfunded  actuarial  accrued  liability  and  annual 
covered  payroll  are  both  affected  by  inflation.  Expressing  the  unfunded  actuarial  accrued  liability  as  a  percentage  of  annual  covered 
payroll  approximately  adjusts  for  the  the  effects  of  inflation  and  aids  analysis  of  the  plan's  progress  made  in  acculmulating  sufficient 
assets  to  pay  benefits  when  due.  Generally,  the  smaller  this  percentage,  the  stronger  the  plan. 

'  Refer  to  the  "TJotes  to  the  Required  Supplementary  Information"  for  the  Actuarial  Asset  Valuation  Method  (Page  A-40) 
^  PERS  Actuarial  Valuation  revised  per  audit  recommendation. 
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Actuarial 

Actuarial  Accrued 

Unfunded 

UAAL  as  a 

Actuarial 

Value  of 

Liability  (AAL) 

AAL 

Funded 

Covered 

Percentage  of 

Valuation 

Assets' 

-Entry  Aee 

(UAAL) 

Rfltio 

Payroll 

Covered  Pavroll 

Svstem 

Date 

(a) 

rb) 

(b-a) 

(a/b) 

(c> 

((b-a)/c) 

JRS 

06/30/96 

$        24.944 

$                 27.723 

$    2.779 

89.98% 

$     2.907 

95.61% 

06/30/98 
06/30/00 

31,646 
42,043 

29,017 

(2,629) 
(14,678) 

109.06% 

3,144 

-83  62% 

27,365 

153.64V. 

3.483 

-421.42% 

HPORS 

06/30/% 

47,325 

67,709 

20,384 

69.90% 

6,242 

326.57% 

06/30/98 

59,531 

78,722 

19,191 

75.62% 

6,201 

309.48% 

06/30/00 

77,810 

76,397 

(1,413) 

101.85% 

6,952 

-20.33% 

FURS 

06/30/96 

67.745 

131,111 

63,366 

51.67% 

13,783 

459.75% 

06/30/98 

89,988 

169,006 

79,017 

53.25% 

15,104 

523.15% 

06/30/00 

123,492 

162,329 

38,837 

76.08V. 

16.549 

234.67% 

VFCA 

06/30/00 

11,504 

16,636 

5.132 

69.15% 

N/A 

N/A 

06/30/98 

13,941 

18,354 

4,412 

75.96% 

N/A 

N/A 

06/30/00 

17,769 

16,752 

(1.017) 

106.07% 

N/A 

N/A 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Required  Supplementary  Information 

Schedule  of  Employer  Contributions  &  Other  Contributing  Entities 


Year 
Ended 
System     June  30 


Annual 

Required 

Contribution 


Percentage 
Contributed 


Annual 

Required  State 

Contribution 


Percentage 
Contributed 


PERS 


1995 
1996 
1997 
'  1998 
1999 
1:2000 


40,348,432 
40,775,671 
43,182,090 
45,690,886 
46,783,993 
49^7,082 


96.93% 
101.26% 
101.26% 
99.26% 
101.62% 
98.74% 


303,840 
341,099 
347^ 


100.00% 
100.00% 
100.00% 


MPORS 


1995 
1996 
1997 
1998 
1999 


2,051,758 
2,272,843 
2,415,188 
2,575,528 
2,731,079 


123.18% 
98.93% 
100.27% 
102.33% 
99.01% 
190.5?% 


2,266,113 
2,496,912 
4,939,713 
5,264,852 
5,566,398 


100.00% 
100.00% 
100.00% 
100.00% 
100.18% 


GWPORS 


1995 
1996 
1997 
1998 
1999 


190,961 
225,083 
242,379 
734,502 
891,602 
\1,»68,?45 


96.64% 
102.21% 
103.16% 
111.40% 
104.42% 
10192% 


SRS 


1995 
1996 
1997 
'  1998 
1999 

|;^»)oo 


1,221,535 
1,526,895 
1,617,568 
1,923,069 
1,994,769 

2,055,<aa 


105.50% 
102.05% 
104.01% 
102.41% 
104.36% 


Refer  to  the  "Notes  to  the  Required  Supplementary  Information"  (Page  A-40) 

Annual  Required  Contribution  (ARC)  for  fiscal  year  1995  is  calculated  using  the  actuarial  annual  payroll 
figure  which  is  an  estimated  figure  determined  by  annualizing  the  June  payroll. 
^  PERS  State  Contribution  of  .1%  for  local  governments  is  based  on  actual  receipts  for  the  fiscal  year.  MPORS-covered 
payroll  is  based  on  calendar  year  payroll  for  the  State  Contribution  for  FY  1995  through  1996  and  fiscal  year  payroll  for 
FY  1997  through  FY  2000. 
'  A  change  was  made  to  FY  1998  for  PERS,  GWPORS,  SRS,  JRS.  and  HPORS  to  correct  contributions  erroneously 
reported  in  FY  1998. 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Required  Supplementary  Information 

Schedule  of  Employer  Contributions  &  Other  Contributing  Entities 

(continued) 


Year 
Ended 
System      June  30 


Annual 

Required 

Contribution 


Percentage 
Contributed 


Annual 

Required  State 

Contribution 


Percentage 
Contributed 


JRS 


142,254 
174,396 
177,181 
843,065 
822,795 
899^56 


116.37% 
100.05% 
100.00% 
100.00% 
100  00% 
100.00% 


HPORS 


1995 
1996 
1997 
1998 
1999 


1,411,990 
1,629,088 
1,642,087 
1,681,444 
1,650,957 
1^17^26 


107.73% 
100.16% 
100.00% 
101.50% 
100  03% 
107.58% 


FURS 


1995 
1996 
1997 
1998 
1999 
1:2000 


1,665,257 
1,979,190 
2,082,389 
2,168,902 
2,262,645 
2^76^92 


103.01% 

99.02% 

99.72% 

98.77% 

100.94% 

97,86% 


2,492,591 
2,453,397 
4,728,879 
4,925,341 
5,138,222 
5^96^28 


123.74% 
126.03% 
98.18% 
97.37% 
98.77% 
97.80% 


VFCA 


1995 
1996 
1997 
1998 
1999 


809,103 
862,010 
910,692 
928,484 
944,434 
961^06 


100% 
100% 
100% 
100% 
100% 
100% 


Refer  to  the  "Notes  to  the  Required  Supplementary  Information"  (Page  A-40) 
Annual  Required  Contribution  (ARC)  for  fiscal  year  1995  is  calculated  using  the  actuarial  annual 
FURS-covered  payroll  is  based  on  calendar  year  payroll  for  the  State  Contribution  for  FY  1995  through 

A  change  was  made  to  FY  1998  for  PERS,  GWPORS,  SRS,  JRS,  and  HPORS  to  correct  contributions 
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Annual 

Annual 

Annual 

Required 

Required 

Annual 

Required 

District 

Percentage 

Supreme 

Percentage 

Required 

Percentage 

Registration 

Percentage 

Court  Fees 

Contributed 

Court  Fees 

Contributed 

License  Fees 

Contributed 

Fees 

C  ontributed 

$      822,940 

71.79% 

$   10,138 

100.00% 

1,008.881 

60.79% 

8,958 

100.00% 

1,024,995 

57.84% 

9,869 

100.00% 

0 

0.00% 

0 

0.00% 

0 

0.00% 

0 

0.00% 

8   

0.00% 

0 

0.00% 

• 

$      550,730 

107.61% 

$       274.117 

100.00% 

635,407 

100.54% 

270.833 

100.00% 

640,477 

100.60% 

287.284 

100.00% 

631,312 

109.01% 

281,874 

100.00% 

665,967 

98.67% 

285,095 

279,577 

100.00% 

707,705 

85.00% 

100.00% 

payroll  figure  which  is  an  estimated  figure  determined  by  annualizing  the  June  payroll. 
1996  and  fiscal  year  payroll  for  FY  1997  through  FY  1999. 
erroneously  ref)orted  in  FY  1998. 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Notes  to  the  Required  Supplementary  Information 


The  Information  presented  in  the  required  supplementary  schedules  was  determined  as  part  of  the  actuarial 
valuations  at  the  dates  indicated.  Additional  information  as  of  latest  actuarial  valuation  follows: 


PERS 


MPORS 


GWPORS 


Valuation  date 

June  30, 2000 

June  30, 2000 

June  30, 2000 

Actuarial  cost  method 

Entry  Age 

Entry  Age 

Entry  Age 

Amortization  method 

Remaining  amortization 
period  in  years: 
Unfunded  Liability 
Unfunded  Credit' 

Level  percentage 
of  payroll,  open 

30 

Level  percentage 
of  payroll,  open 

9.9 

Level  percentage 
of  payroll,  open 

30 

Asset  valuation  method 

4-year 
smoothed  market 

4-year 
smoothed  market 

4-year 
smoothed  market 

Actuarial  assumptions: 

Investment  rate  of  return 
Compounded  annually 

8% 

8% 

8% 

Projected  salary  increases 
Inflation 
Merit 

4.50% 
0%  -  6% 

4.50% 
0%  -  7.3% 

4.50% 
0%  -  7.3% 

Benefit  Adiustments 
GABA 
Non-GABA 

1 .5%  after  3  yrs 
None 

1 .5%  after  3  yrs 

50%  of  a  newly 
confirmed  officer 

1.5%  after  3  yrs 
None 

Assets  are  larger  than  the  past  service  liability  -  creating  an  unfunded  credit;  the  credit  is  amortized  over 
future  costs. 
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SRS 


JRS 


HPORS 


FURS 


VFCA 


June  30, 2000 
Entry  Age 

Level  percentage 
of  payroll,  open 


June  30, 2000 
Entry  Age 

Level  percentage 
of  payroll,  open 


June  30, 2000 
Entry  Age 

Level  percentage 
of  payroll,  open 


June  30, 2000 
Entry  Age 

Level  percentage 
of  payroll,  open 


June  30,  2000 

Entry  Age 

Level  percentage 
of  payroll,  open 


30 

4-year 
smoothed  market 


30 

4-year 
smoothed  market 


30 

4-year 
smoothed  market 


7.71 


4-year 
smoothed  market 


23 

4-year 
smoothed  market 


8% 


8% 


8% 


8% 


8% 


4.50% 

4.50% 

4.50% 

4.50% 

None 

0%  -  7.3% 

None 

0%  -  7.3% 

0%  -  7.3% 

None 

1 .5%  after  3  vrs 

1 .5%  after  3  yrs 

1.5%  after  3  yrs 

1.5%  after  3  yrs 

None 

None 

4.50%  increase 

2%  per  yr  service 

50%  of  a  newly 

None 

current  judges 

for  newly 
confirmed  officer 

confirmed  officer 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 
Supporting  Schedule 
Schedule  of  Administrative  Expenses 
Year  Ended  June  30,  2000 


Personal  Services 

Salaries 

Board  Members'  Per  Diem 

Employee  Benefits 


Total  Other  Expenses 
Total  Administrative  Expenses 


787^93 

12,250 

203,556 


Total  Personal  Services 

Other  Services 

Consulting  Services 

338,577 

Janitorial  Services 

2,520 

Legal  Fees  and  Court  Costs 

7,153 

Payroll  and  Audit  Fees 

27,846 

Medical  Services 

9,458 

Microfilming 

5,783 

Records  Storage 

3,418 

Pre-Retirement  Seminars 

2,500 

Computer  Processing 

94,966 

Computer  Systems  Development 

94,655 

Printing  and  Photocopy  Charges 

36,185 

Warrant  Writing  Services 

35,501 

Other 

8,979 

Total  Other  Services 

Communications 

Postage  and  Mailing 

64,213 

Telephone 

18,965 

Total  Communications 

Other  Expenses 

Supplies  and  Materials 

63,800 

Travel 

35,722 

Rent 

61,255 

Utilities 

8,195 

Repair  and  Maintenance 

425 

Depreciation/Amortization 

2,333 

Compensated  Absences 

70,678 

Miscellaneous 

40,354 

1,003,399 


667,541 


83,178 


282,762 


2,036380 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 
Supporting  Schedule 
Schedule  of  Investment  Expenses 
Year  Ended  June  30,  2000 


Fees 

PERS 

S     2,701,737 

MPORS 

77,789 

GWPORS 

19,669 

SRS 

78,278 

JRS 

34,433 

HPORS 

55,017 

FURS 

63,948 

VFCA 

15,985 

457  PLAN 

1,051,906 

$           4,098,761 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 
Supporting  Schedule 
Schedule  of  Consultants 
Year  Ended  June  30,  2000 


Individual  or  Firm 

Nature  of  Service 

Amount 
Paid 

Board  of  Investments, 
Department  of  Commerce 

Investment  Managers 

$   3.046,856 

Information  Services  Division, 
Department  of  Administration 

System  Design  and  Processing 

94,655 

KPMG 

Systems  Development 

42,750 

Legislative  Audit  Division 

Independent  Auditors 

27,299 
18,150 

Employee  Benefit  Resources.  LLP 

Actuarial  Consultant 

Milliman  &  Robertson,  Inc. 

Actuarial  Consultant 

17,500 

Ice,  Miller,  Donadio  &  Ryan 

Tax  Consultant 

36,596 

Computer  Consulting  Corporation 

Data  Processing  Services 

9.968 

Lawrence  R.  McEvoy.  MD 

Medical  Consultant 

5,750 

Professional  Development  Center, 
Department  of  Administration 

Retirement  Planning  Seminars 

2,500 

Comserv,  Inc 

Death  Information  System  Services 

935 

Robert  J.  Bateen.  PHD 

Psychological  Counseling  Service 

615 

Frank  Graham 

Personnel  Classification/Benchmark 

365 
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PUBLIC  EMPLOYEE  RETIREMENT  ADMINISTRATION 


JUDY  MARTZ 
GOVERNOR 


STATE  OF  MONTANA' 


(40())  444-3154         TELEFAX  (406»  444->»28  1"12  9TH  AVENUE 

TOLL  FREE  (877)  275-7372  PO  BOX  200131 

HELENA,  MONTANA   59620-0131 


March  15.2001  MAR  I  5  2001 

Scott  A.  Seacat.  Legislative  Auditor 
Legislative  Audit  Division 
State  Capitol 
Helena,  MT  59650 

Dear  Mr.  Seacat. 

We  have  reviewed  the  recommendations  pertaining  to  the  Financial-Compliance  Audit  of 
the  Public  Employees'  Retirement  Board  for  the  two  fiscal  years  ended  June  30.  2000. 
Our  responses  follow: 

RECOMMENDATION  #1 


WE   RECOMMEND   THE   PERB   DEPOSIT   MONEY    IN    ACCORDANCE    WITH 

STATE  LAW. 

Response:  We  concur,  we  believed  and  were  working  with  the  understanding  that 
state  law  allowed  us  24  hours  from  the  date  of  receipt  to  have  the  money 
deposited  at  Treasury.  Additionally,  an  excess  amount  of  time  had  to  be 
spent  monthly  with  inaccurate  contribution  files  provided  from  Central 
Payroll  through  SABHRS.  Also,  the  back-up  position  to  the  payroll  clerk 
was  vacant  due  to  maternity  leave  and  then  subsequent  termination.  And 
finally,  we  have  many  problems  receiving  our  mail  in  a  timely  manner. 
The  payroll  clerk  must  audit  the  payrolls  for  accuracy,  enter  the  batches  on 
SABHRS.  and  deposit  the  money  with  Treasury  before  5  pm.  This  is  an 
impossible  task  when  Central  Mail  delivers  the  payroll  reports  in  the  late 
afternoon. 

We  have  and  will  continue  to  work  with  personnel  at  Central  Mail  and 
work  to  revise  our  current  procedures  in  order  to  have  the  payroll  reports 
available  to  our  pa>Toll  clerk  in  a  more  timely  fashion.  This  audit 
recommendation  is  scheduled  to  be  implemented  by  April  30  . 

We  feel  that  our  work  on  developing  a  web  reporting  application  will  also 
assist  in  the  timely  depositing  of  money.  Web  reporting  is  scheduled  to 
begin  July  1.  2001 .  With  this  technology,  agencies  will  have  the  ability  to 
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Scott  A.  Seacat,  Legislative  Auditor 
March  15,2001 
Page  2 


send  money  by  electronic  transfer  and  the  SABHRS  entries  will  be 
completed  through  an  interface  in  order  to  expedite  the  process. 


RECOMMENDATION  #2 

WE  RECOMMEND  PERB  ESTABLISH  PROCEDURES  TO  ENSURE  FINANCIAL 
TRANSACTIONS  ARE  RECORDED  ON  THE  STATE'S  ACCOUNTING  RECORDS 
IN  ACCORDANCE  WITH  STATE  LAW. 

Response:  We  concur,  although  we  made  the  appropriate  adjustments  to  the  financial 
statements,  SABHRS  did  not  reflect  those  adjustments  at  fiscal  year  end. 
This  situation  is  unusual  for  the  MPERA  and  there  should  have  been  a 
greater  attempt  to  gather  more  information  at  fiscal  year  end  considering 
the  change  in  accounting  system  and  the  change  of  staff. 

The  MPERA  will  work  more  closely  with  other  agencies,  especially 
Accounting  and  Management  Support,  and  the  Board  of  Investments.  The 
MPERA  will  follow  up  further  if  we  do  not  feel  our  inquiries  are  given 
adequate  consideration.  We  will  improve  communications  within  our 
office  as  well  as  with  other  agencies.  We  have  set  procedures  for  year-end 
including  worksheets  to  assist  in  estimations  and  we  will  ensure  that  our 
timeline  is  followed  in  a  more  timely  manner. 


RECOMMENDATION  #3 

WE  RECOMMEND  PERB  ESTABLISH  PROCEDURES  TO  ENSURE  SECTION  457 
DEFERRED  COMPENSATION  PLAN  FINANCIAL  ACTIVITY  IS  COMPLETELY 
AND  ACCURATELY  RECORDED  ON  THE  STATE'S  ACCOUNTING  RECORDS. 

Response:  We  concur,  the  transfer  of  the  457  plan  to  the  MPERA  and  simultaneously 
the  implementation  of  the  new  Statewide  Accounting,  Budget,  and  Human 
Resource  System  (SABHRS)  caused  many  difficulties  that  impacted  the 
457  plan.  Additionally,  positions  were  being  filled  and  problems  were 
discovered  in  how  the  457  plan  was  set  up  in  SABHRS.  We  also  have 
issues  with  the  record  keeper  concerning  the  timing  of  reports  and 
commitments  to  a  timely  reconciliation  process. 

The  PER  Board  approved  the  Defined  Contributions  Accountant  position 
on  June  24,  1999.  This  position  needed  a  position  description  to  be  to 
written  and  classified  before  the  job  could  be  posted  and  filled.  The  job 
classification  was  received  on  November  4,  1999.  The  accountant  position 
was  filled  internally  on  December  6,  1999,  with  the  condition  that  the 
person  filling  the  position  continue  to  fulfill  the  duties  of  her  current 
position.  The  result  was  that  the  position  was  filled  December  6  and  the 
essential  accounting  duties  were  completed  daily  for  the  457  program  but 
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the  person  was  not  working  in  this  position  fuUtime  until  April  2000.  The 
vacated  Accounting  Supervisor  position  was  filled  externally  in  April 
2000.  The  position  would  have  been  filled  in  February  but  some 
difficulties  were  encountered  in  recruiting  qualified  individuals. 

At  this  time  the  MPERA  is  fully  staffed  in  the  accounting  area  and  we  are 
coordinating  efforts  with  outside  vendors.  Through  these  efforts, 
procedures  are  being  written  to  ensure  the  financial  activity  is  completely 
and  accurately  reconciled  and  recorded.  We  plan  to  have  these  processes 
in  place  by  fiscal  year  end. 

RECOMMENDATION  #4 

WE  RECOMMEND  PERB  SEEK  LEGISLATIVE  DIRECTION  FOR  THE 
PURPOSE  OF  RESOLVING  CONGERS  ABOUT  THE  ISSUANCE  OF  NEW 
STATE  DEBT. 

Response:         Background 

Chapter  471,  Laws  of  1999,  the  legislation  authorizing  the  establishment 
of  the  Public  Employees'  Retirement  System  Defined  Contribution  (DC) 
plan,  contained  the  following  provision: 

Section    74.  Loans    -    repayment.    To    pay    the 

startup  costs  of  the  defined  contribution  retirement  plan,  the 
public  employees'  retirement  board  is  authorized  to  take  a 
long-term  loan  from  the  department  of  administration, 
which  shall  provide  for  the  loan  from  the  investment  fund 
type  established  under  the  provisions  of  House  Bill  No. 
645.  The  loan  must  be  repaid  with  interest  under  terms  and 
conditions  determined  by  the  department. 

Question  now  arises  regarding  the  constitutionality  of  the  DC  plan  start-up 
funding  mechanism  contained  in  Ch.  471  (L.  1999). 

Because  DC  Plan  revenues  are  pledged  for  repaNTnent,  the  use  of 
the  intercap  loan  program  to  fund  the  startup  costs  constitutes  new 
state  debt. 

Article  VIII.  Section  8,  of  the  Montana  Constitution  prohibits  the 
creation  of  state  debt  unless  authorized  by  a  two-thirds  vote  of 
each  house  of  the  legislature. 

Legislative  Audit  Division  Financial  Compliance  Audit.  March  2001  (p. 
14). 
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Article  VIII,  Section  8  of  the  Montana  Constitution  provides: 

Section  8.  State  debt.  No  state  debt  shall  be 
created  unless  authorized  by  a  two-thirds  vote  of  the 
members  of  each  house  of  the  legislature  or  a  majority  of 
the  electors  voting  thereon.  No  state  debt  shall  be  created  to 
cover  deficits  incurred  because  appropriations  exceeded 
anticipated  revenue. 

ANALYSIS 

Two  points  should  be  made.  First,  the  Public  Employees'  Retirement 
Board  relied  on  the  information  provided  by  the  Legislative  Services 
Division  in  determining  that  the  loan  authority  was  properly  authorized  by 
the  legislature.  However,  second,  we  can  find  no  support  in  the  law  for 
the  Legislative  Auditor's  position  that  when  dedicated  revenues  are 
pledged  for  repayment  of  the  loan,  that  would  constitute  a  new  state  debt. 

To  refine  these  points,  at  the  time  of  the  consideration  of  HB79.  the 
position  of  the  Legislative  Services  Division  was  that  a  simple  majority 
was  needed  to  pass  the  legislation.  A  look  at  the  "Subjects"  portion  of  the 
legislative  website  for  the  1 999  session  confirms  this  position.  It  is 
contained  on  the  page: 

http://laws.leg.state.mt.us:8000/law/plsql/LAW0203W$BSRV.ActionQue 
rv?P  BLTP  BILL  TYP  CD=HB«S:P  BILL  NO=79«S:P  BILL  DFT  NO 
=&Z  ACTION^Find&P  SBJ  DESCR=&P  SBJT  SBJ  CD^&P  LST  N 
M1=&P  ENTY  ID  SEQ= 

On  that  page,  the  "Vote  Majority  Req[uired]"  is  repeatedly  stated  to  be 
"Simple". 

The  Department  of  Administration  was  authorized  by  Ch.  471  (L.  1999)  to 
"provide  for  the  loan  from  the  investment  fund  type  established  under  the 
provisions  of  House  Bill  No.  645."  House  Bill  645,  Section  1,  amended 
Section  17-2-102,  MCA  to  provide  for  "an  investment  trust  fund  type"  in 
subsection  (l)(c)(iii). 

As  recognized  by  the  Legislative  Auditor,  the  Department  of 
Administration  entered  into  a  loan  agreement  with  the  Board  of 
Investments.  The  Board  of  Investments  agreed  to  transfer  to  the 
Department  of  Administration  proceeds  from  the  issuance  of  bonds 
"which  are  not  a  debt  or  liability  of  the  state  of  Montana." 

The  Legislative  Auditor  suggests  that  this  inter-agency  transfer  created  a 
state  debt.  However,  that  conclusion  -  that  state  debt  is  created  -  is  drawn 
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from  this  premise:  "Because  DC  Plan  revenues  are  pledged  for  repayment, 
the  use  of  the  intercap  loan  program  . . .  constitutes  new  state  debt." 

We  have  been  unable  to  find  any  case  authority  or  any  other  legal 
authority  which  suggests  that  the  transfer  of  bond  proceeds  from  the 
issuing  agency  to  another  agency  is  anything  other  than  a  simple  inter- 
agency transfer. 

Such  a  transfer  creates  no  state  debt. 

We  appreciate  the  opportunity  to  work  with  your  staff  on  these  issues.  1  would  also  like 
to  extend  our  appreciation  to  you  and  your  staff  for  the  extra  effort  put  forth  to  complete 
our  audit.  MPERA  had  some  stringent  deadlines  this  year  and  your  staff  was  very 
accommodating  in  helping  us  meet  those  time  frames. 

Sincerely. 


Mike  O'Connor 
Executive  Director 
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